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Summary oV Activities, Research Findings, Implications, 
Conclusions, and Recommendations 

Research under this j;rant was carried out in the summer 
of 1970 at the University oi' California. Most of the work 
involved the preparation and analysis of data from the 
Survey of Economic Opportunity, <xLon}'; the lines descrioed, 
in the orip.inal proposal. The results of the research 
were reported in a paper written at that time, "IVhy is the 
Unemployment R^te So Hi^h at Full Rnployment ?" , a copy of 
which is attached. In brief, the paper e .-amines the nature 
of the unemployment L;imL i-em;.)jnii c ; cn when ar,f-,r3,'^ato demnnd 
is strong. A basic theme i:; that the Kcynesian dichotomy 
between frictional and involuntary unemployment is not a 
very usei'ul way to look at the problem or unemployment 
at full emplojTnont. At full employment, the duration of 
unemployment is relatively brief for almost all of the 
unemployed, yet the remainin/^ level of unemployment is far 
too hi.'^h to be identified as benign frictional unemployment. 

Study of data on ^or-; o^^; v»ho wove unemployed nt some time 
in 1966. Tiio imr.licqtion oi" vni-ious al l';X'n'i li vc; hypotheses 
about unemployment Hre tested. 

Othor results of the research sapported by the prant. 
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together with subsequent research, were reported in a 
second paper, "Prospects for Shifting the Phillips Curve 
throu.n;h Manpower Policy", a copy of which is also attached. 
This paper exanines a variety of alternative manpower 

♦ 

policies, and attempts to make a quantative appraisal of 
their effects. on the tradeoff between inflation and 
unemployment. One set of policies is designed to streamline 
the operation of the labor marktit within the existing 
pattern df supply and demand throur,h expansion of the 
Employment Service. A second set attempts to chanf^e the 
pattern of the .-.upply of labor by r^.traininc disadvantaf^ed 
workers. Finally, the thii-d kind of policy tries to chan{;e 
the pattern of the demand for Inbor by opening up good 
jobs for workero who previously nave had unsLnblo, low- 
payin>-., and unpleasant jobs. The pnper surveys critically 
existin,'-; and proposed federal pror:;rains ox' all three kinds 
and concli'deG thatonly a relatively small shift in the 
Phillips curve coulci be achieved through programs that 
are politically feasible. 
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Why Is the Unemployment 
Rate So High at Full 
Employment? 



The outstanding problem of contemporary macroeconomic policy 
in the United States is the unfavorable trade-off that exists between unem- 
ployment and inflation. Many economists have studied this phenomenon 
in detail,^ and there is practically universal agreement that low unemploy- 
ment rates imply high rates of wage and price inflation, or, cquivalently, 
v/age and price stability requires a high rate of unemployment. In short, 
the Phillips curve has an unfavorable location in the unemployment- 
inflation diagram, passing far above and to the right of the point of low 
unemployment and wage stability. There are many interesting ways to 
examine this problem; my purpose in this paper is to study it only in the 
way suggested by the title. That is, I will look into the nature of the unem- 
ployment that remains when labor markets are reasonably tight and the 
economy seems to be at full employment. Most of my data are observations 
on individuals, collected in a variety of surveys, rather than macroeconomic 
aggregates. 

• This paper draws on research supported by a grant from the Manpower Administra- 
tion, U.S. Department of Labor, under provisions of the Manpower Development and 
Training Act of 1962. Earher work was supported by the Onice of Economic Oppor- 
tunity. The author is solely respon-^ible for the opmions expressed. 

1. In particular, see Robert J. Gordon, **The Recent Acceleration of Inflation and Its 
Lessons for the Future," Brookini*s Papers on Economic Activity ( 1 : 1970). pp. 8-41 ; and 
George L. Perry. "Changing Labor Markets and Intlation," Brookings Papers on EcO' 
nomic Activity (3: 197UJ, pp. 41 l'-4L 
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Throughout the paper, I will occasionally refer to the notion of the 
equilibrium level of unemployment, I use this term more or less synony- 
mously with **full employment unemployment" to mean the level that, if 
maintained permanently, would produce a steady rate of inflation of 3 or 4 
percent per year,^^ Most economists agree that this is somewhere between 
4 and 5 percent unemployment.^ Further, to forestall misunderstanding, I 
should say something about the relevance of my study to contemporary 
macrocconomic problems. Nothing in this paper directly concerns the state 
of the economy at the end of 1970 with 6.0 percent unemployment, surely 
above the equilibrium level at current rates of inflation of 4 to 6 percent 
per year. Rather, the paper concerns current problems of macroeconomic 
policy in the sense that it suggests why it would not be possible to reach 
and maintain, in a year or two, a level of unemployment of, say, 3 percent, 
through the application i)f even the most intelligently conceived fiscal and 
monetary policy. 

The body of the paper begins with a discussion of the problem of defining 
and measuring unemployment. Definition derives from theory. In this case 
the theory underlying most macroeconomic thinking about unemployment 
is that of Keynes. Keynes believed that a certain level of frictionai unem- 
ployment was characteristic of all labor markets, but that, in addition, 
involuntary unemployment could arise when a condition of disequilibrium 
existed in labor markets, with supply exceeding demand. Involuntary 
unemployment, then, is the difference between supply and demand. Fur- 
ther, as Keynes emphasized, the forces causing movement toward aggregate 
equilibrium in the labor market are weak, so unemployment will persist in 
the absence o\ active policy— indeed, even in its presence, as this paper 
seeks to explore. 

Keynes proposed an elaborate and frequently misunderstood definition 

2. There is nothing sr)cc*al about this rate of inflation. In general, the optimal rate of 
inflation dc|x»nds on the relative social costs of unemployment and inflation. This rate is 
merely illustrative and docs not play an important role in what follows. 

3. Milton Friedman, Edmund Phelps, and a number of other economists have argued 
that the equilibrium rate defined in this way is a fixt-d, "natural'* rate, independent of the 
steady-state rate of inflation. If so, my definition of full employment unemployment is 
unambiguous; otherwise, it depends, probably not very sensitively, on the rate of infla- 
tion. See, for example, Milton Friedman, "The Role of Monetary Policy," in American 
Economic Review. Vol. 58 (March 1968), pp. 1-17; and Edmund S. Phelps, "The New 
Microeconomics in Inflation and Employment Theory." in American Economic Associa- 
tion, Papers and Froceedinf^s of the Eighty-first Annual Meeting, 1968 (American Economic 
Review, Vol. 59, May 1969), pp. 147-60. 
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of involuntary unemployment to accompany his theory. For my purposes, 
his definition can be put in the following simple way: A person is unem- 
ployed if he offers his labor at its market price but is unable to find a buyer, 
Keynes explicitly distinguished this kind of unemployment from frictional 
unemployment, which he bclic\cd arose in the normal operation of the 
labor market. From the start, government agencies have had to use a single 
definition to measure all unemployment, and problems of measurement 
have caused the definition used in the United States to evolve toward one 
more appropriate for measuring frictional unemployment. The next section 
discusses the implications of this change, and concludes with a warning 
about the unreliability of all data on unemployment. The reader will note 
that the waip.ing is largely unheeded in the rest of the paper. Unemploy- 
ment is too important a problem to be ignored by empirical economists on 
the grounds of unsatisfactory data. 

A basic theme of this paper is that the Keynesian dichotomy between 
frictional and involuntary unemployment, however useful to the study of 
cyclical contractions in aggregate demand, for which it was originally 
formulated, is not helpful in examining the problem of unemployment at 
full employment. This theme is developed in the last three sections. Before 
starting that discussion, however, I examine the data on unemployment 
from a different point of view, without attempting to distinguish between 
frictional and involuntary components, or, indeed, between any measures 
of normal and abnormal unemployment. This point of view holds that the 
persistence of unemployment at full employment n* ay be explained in part 
by the fact that a few geographical regions contribute a disproportionate 
amount of unemployment when the economy as a whole is at full 'employ- 
ment. Structural imbalances of this sort are the basis of one important 
school of thought about Phillips curves. Data on unemployment by city 
seem to confirm the hypothesis that geographic variation in unemployment 
is important, and, moreover, they suggest that these differentials are per- 
^ sistent. The discussion of this observation anticipates some of what is said 
later about turnover in the labor force. 

There follows a discussion of how one might classify the various kinds 
of unemployment that exist at full employment. It would be useful to 
separate total unemploymcnl into a normal component, about which 
policy makers should not worry, and an abnormal component, about 
which they should. The normal component would exist even in an effi- 
ciently organized labor market, and typically the experience of unemploy- 
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ircnt would be brief and infrequent for any single worker. The traditional 
distinction between frictional and involuntary unemploymeni appears to 
suggest that the frictional Lomponent is normal and the involuntary com- 
ponent is abnormal. However, there is no satisfactory practical way to 
measure the two components. A crude approach is to suppose that in- 
dividuals who find jobs after looking for a certain period constitute the 
frictionally unemployed, while those who remain unemployed for long 
periods constitute the involuntarily unemployed. That is, one might mea- 
sure abnormal unemployment as the amount of chronic unemployment. 
The nvnion of ''hard-core" unemployment seems to embody the view that 
a substantial number of individuals are permanently out of work, and that 
the main social problem of unemployment involves these individuals raiher 
than those who are unemployed but find jobs within a few weeks or months. 
Confronted with the d«ta on the duration of unemployment, this view 
suffers rather badly. At full employment, very few individuals remain un- 
empUncd for more than a few months. Further, it does not appear that 
there are large munbers of individuals who are actually chronically unem- 
ployed but are reported as cu- of the labor force in the official data. 

If unemployment is pathologically high at full employment, then, it 
must be that some part of frictional unemployment is abnormal. The 
exploration of this hypothesis is the topic of the last two sections. First I 
calculate a theoretical full employment rate of unemployment starting 
from the assumption that normal turnover— changes from school to job 
and from job to job — accounts for all unemployment. For white males, the 
actual rate in a month of full employment is slightly below the hypothetical 
rate, but for blacks and for females the rates are far above it. From this I 
conclude that turnover is higher than it ought to be if labor markets are 
working properly, and that not every change in job constitutes normal 
advance of a career or normal movement from an industry with declining 
demand to one with increasing demand. The final section looks into the 
differences between white males and others in terms of their pattern of 
wages over age groups. It concludes with some evidence on differentials in 
unempK'^yment among members of the same sevrace group. 

With the existing data it does not seem possible to distinguish sharply 
between the normal and abnormal components of unemployment. No rule 
for doing so is offered in this paper. The evidence presented here does seem 
to suggest the following answer to the somewhat paradoxical question 
posed in the title of the paper; Unemployment is high at full employment 
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both because (1) normal unemployment remains high— the natural flow of 
workers through the labor market is high; and (2) there is an additional 
component of abnormal unemployment— members of some groups in the 
labor force do not follow definite careers but change frequently and 
erratically from one job lo another, experiencing unemployment with most 
changes. 



Defining and Measuring Unemployment 

The problem of defining and measuring unemployment has concerned 
economists since the Great Depression, when it became clear that unem- 
ployment was the single most important indicator of economic distress in 
an industrial economy. The simple disequilibrium view has dominated 
thinking about the definition of unemployment since then, even in periods 
like the late l%Os when aggregate excess supply plainly did not exist in 
the labor market. 1 he major debate of the late 1950s and early 1960s be- 
tween advocates of the structural and deficient-aggregate-demand views of 
the prevailing high rates of unemployment was carried out largely within 
the definition implicit in the disequilibrium theory. According to that 
definition, unemployment is the difference between the supply and demand 
for labor at the prevailing rigid wage. A'* nemployed person is one who 
is willing to work at a wage currently being paid to other indiviluals like 
himself, but who finds no job available. This definition is purely subjective 
— there is no objective way to distinguish between an individual who is 
unemployed and one who has decided not to work. 

Early attempts to measure unemployment involved simply asking a 
representative group of individuals whether they were working, and if not, 
whether they thought they were unem.ployed. Doubts about this procedure 
led to the use of a more behavioral definition. The celebrated report of the 
Gordon Committee, Measurng Employment and Unemployment, laid down 
as its first general rule that **each concept should correspond to objectively 
measurable phenomena and should depend as little as possible on personal 
opinion or subjective attitudes.**'* The objectively measurable phenomenon 
underlying the measure of unemployment currently in use in the United 

4. President's Cvmmitlcc To Appraise Employment and Unemployment Statistics, 
Measuring Employment ami Unemployment (1962), p. 43. 
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States is **specific job-seeking activity within the past four weeks/** It 
would be natural to expect that many individuals who were unemployed 
in the sense of the original definition would not be recorded as unemployed 
according to this criterion. The disequilib'^ium theory of unemployment 
docs not suggest that a rational person would continue to search for work 
after discovering the existence of excess supply for labor. 

The Gordon Committee recommended that the household survey be 
extended to identify **discouraged workers** who had stopped looking for 
work. The extension was carried out starting in January 1967, and quar- 
terly data have been published since December 1969. They show that there 
are very few discouraged workers when the labor market is tight. In the 
second quarter of 1969, there were 149,000 men and 386,000 women who 
had not looked for work in the past four weeks who still desired it but 
reported that they were unable to find it. By contrast, there were 1,254,000 
men and 1,288,000 women unemployed in April 1969 according to the 
official definition. These results suggest that no major error is caused by 
using a strict definition of unemployment in terms of recent activity in 
seeking jobs. I will argue later in the paper that there is a difierenl sense in 
which many individuals out of the labor force might be classified as 
unemployed. 

Evidence from the monthly household survey suggests, however, that 
even the new definition measures partly the individuaPs state of mind, or 
more precisely, the opinion of the respondent (generally, the wife) about 
the state of mind of the adults in Ihe household. In any month, the sample 
contains eight groups distinguished by the number of times the household 
has appeared previously in the survey. Each household included in the 
sample appears for four consecutive months, is dropped for eight months, 
and then appears again for four consecutive months. Each of these rotation 
groups is drawn by the sa..ie carefully arranged sampling plan, and, except 
for random fluctuations, each group should give the same estimates of total 
unemployment when properly inflated. This turns out to be far from the 
case. A peculiar and persistent phenomenon known as rotation group bias 
appears in the data on unemployment. The following data^ illustrate the 

5. U.S. Bureau of Lal>or Statistics and U.S. Bureau of the Censuft, "Concepts and 
Methods Used in Manpouer Statistics from the Current Population Survey," BLS 
Report 313 and Census Bureau, Current Population Reports, Series P-23, No. 22 (1967), 
p. 5. 

6. These data come from unpublished computer tabulations of the U.S. Bureau of 
Labor Statistics. 
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problem: they show unemployment by rotation group as a perecnt of the 
average for all rotation groups in February 1970. 

Month in thv survey 

J 2 i 4 5 6 7 H 

114,2 9K3 IKKS 101.8 1(HK8 91.4 93.2 96.5 

Households tend generally to leport higher unemployment if they have 
recently been added to the sitmple. except for the second group. Tb^ first 
four rotation groups account for well o\er half of the unemployment re- 
ported in the uhole sample. Apparently the act of interviewing one member 
of a household for the first time has a perceptible effect on the likelihood 
that one or more members of the family will be ported as unemployed. 
Either the initial inierview causes individuals v\ho were previously looking 
for work to leave the labor force, or it induces a change in the respondent's 
or the subject's opinion about the hitter's status in the labor force. The 
second seems the more likely explanation, and suggests that the olTicial 
measure of unemployment is rather more subjecti\c than niigh* appear 
from its description. My results, and those of others studying un employ- 
ment, should be interpreted with this in mind. In particular, some of the 
differences in reported unemployment rates among demographic groups 
may arise purely because of ditTerenccs in the meaning attributed to the 
questions in the household survey. It seems unlikely, however, that any 
large fraction of the sizable difference between, for example, blacks and 
whites can be explained in this way. 



Geographical Variations in Unemployment 

A conventional view among economists about the peisistencc of unem- 
ployment when the economy is at full employment can be put in the fol- 
lowing way; There are many different labor markets, distinguished by 
geographical location and the skills and other characteristics of the partici- 
pants. Workers cannot mo\e easily from one market to another since it 
is expensive to move their households or to acquire a new set of skills. 
At any point in time, some of the markets will be in equilibrium (involving, 
of course, frictional unemployment, as noted earlier), some will have 
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shortages of workers, and sonic li;^vc cxcCss workers and hence un- 
eniploynicni. ItMcm.iiul Iviriv.s e\;\r\l in .ill ofll-.c markcis more or less 
uniformly, tiien ihc Nh.M*la\?CN uill l*ecoir.e \\\oic >e\crc, an. I sonic of 
the markets that had u!icii;;Mv\\iiieiU Ivf^Mc dcscli^^ shortaucs llicni- 
sehes. But even ifdcnKinJ rises io the povM th.it shvMt^tiieN are wivicsprcad 
and uagcs are risinu brisk!), no that the eeononiy appears lo be at full 
employment, some markets wiW siill have une:nplo>ment. To put il another 
uay. there are biUtleneeks th:it prcveni ouiput from ri.si.ic enough to reduce 
unemrjlo.jmeni lo r.nnim.il ui.tiv^nal levess in e\er\ nuirket. 

Two fi^rees lend io bi'w.c. abiuit the cr.idual eliminaliiMi of the kind of 
imbalanee jiisl deserilvd. I'lrst. i:* the K^niier run workers may nunc from 
a market uilh excess l.ibv^r supply [o one with a l.ibor shortage, either by 
rcKvatii.c iiciv^r.-.phieally or l\v olVerinr. a dilVerent skilL Second, the wage 
level ma> fall (at lea-a rekttlve iv^ other waivs) in markets with unemploy* 
ment, siinuil.iting dema:id fv>r \:\oov in iIv^nc m.irkets. and evciitually put- 
ting the i;nempK>\ed {o work. 1 cvnuMnists eotuinue to dis.igrce about the 
strength i^f these two cviuiliiii.aing for^CN. Pessimists believe that they are 
so Weak that there are nKirkels for u ukilled w^^rkers in deprcNsed regions, 
for example— where unei::pIov;^^e'n abv ve frietional levels is virtually 
permanera in spite of the nu^st enerLietie -.xp.msionary pv^liey for aggregate 
demand. This is ll>e hvpothesis i^fstruetUMl ui;emp!o\me:U/ A more opti- 
mistic view holds ihut under cor.dau^i^s --j' m.iuIc deniand. the equilibrating 
forces of labor nu»bilitv u^-d char.gcs i'^ :elative u^.ges could eventu.illy 
eliminate uncmpKn-ment a'ld l.ibor shor;..:.'e in every labor market, but 
that the priWss is thwarted b\ eiMuiiai;:! NhiTtN in the compONition of de- 
mand. Acci*'rding to tiiis \icv., high unc.i:pK-y. :ent at full cmpKwment is 
simply a reneciii>n of the fact tli.«t, at any mon:;nt iii time, si^me unlucky 
workers wiil tuv.l themselves in markets where the demand for labi)r has 
just f.illen relative li> the siippK. cic.iting uner.ipUwip.ent. 

1 propi>se to examine these hvpothescs in terms ol* the conditiiMis in the 
labi^r markets i>f twelve huge cities in the l-tiited States, witlunit trying to 
diNtinguisli the varivuis maikcts in c.ich city for skills of d;nere;U types. 
By any measure of unenipKwmcni. there are suost.traial variatii^ns among 
cities in their rates of unemp!i>\meiU. Table 1 presents estimates prep;ired 
for the Manpower Avlmin.'stiatii^n i>f average annual rates of urep:pU>y- 

7. \1\ char:»ctLTi/;itum oiWw pror!c:n of\;r;:Lti:i:.l tii\-m;^Io\nuni ft^llow t<obert M. 
SpIow. ftV Witufv Sif:tn\'.\ of ituini'lo^nuni in ihc iniJ^d SUiU s (Stockholm: 
Almijvibt and Wik^^elk l^W). 
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Tabic K Unemployment Rate*^ in Tv^ ehe Cities, Annual Averages^ 1965'-69 
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mcnt for the tuchc cities.'^ In p)65. ;i year of 4.5 percent natii»nal uncnv 
pUnment. ilie hiiJihcst Mie u;is considerably more than iv\iec the lowest 
rale. I'our \e.ir.s 1 Uer, in VW). \v!ien tlie natio!i;tI unenipKiyment rate was 
3.5 per^.ent. the rates still shvuv a \:reat de.il ofJispersion; further, there 
seems tc^ ha\e been a ^:e!ieral toTule-iey fv^r the rates to fall more or less 
uniformly. 

These data seem to support the eonveniional \iew that a few markets 
with exee.sb Mipply of labor eontrihuie disproportionately to the national 
unemployment rate. Moreo\er, they seem to support the hypinhesis of 
long-term structural unemployn^eni. 'I hey show little evitlence that the 
equiiibratiniz forces ha\e much ciTect o\er the four-\ear span of the data. 
The scatter di.iuram of failure 1 denu^tistra.tes this grajMiically. Except for 
DetriMt and St. I.ouis. the cities fall along a sn^ooth curve: Those that had 
high luien^phnmenl in 1^*65 still sulfcrcd it in \ W) and tho.se uith low rates 
in earlier ycirs coruinue.' to cvperience them. Before embracing the struc- 
tural h>pothcs:v. ho\\c\cr. I think it is appropriate to consider allernalive 

l<. Ihis Is the o»i!y set orcstnn:i:c> of nncmplosmcni bs ca\ a\ailublc annually for 
>c:irs Ivfi^rc 1^^^-. pa;\!rc»i lVa *ul*a;t im^ i ! » l*.*r uncmploNnuni insurance. 

pu>rol!>. laiu Mtn^^us rt/.L-r s.^ircs. i he I^urvt'ta p1 I ai^T Statsst^cs has rLCcntK pub- 
hshcd L*;lH".:i:.N i^run.-ai, r j;. v.a> iioai htni-vhi-M suul*> avcrai:cd o\lt 

10fi9. Sec \\ni\ (). I :.:-n and V. -J \1. SJi.-..:b/-C;av^!phiC .AsivcIn of L'nemploymcni 
in 19^9.*' Ltn/'ltnnu tir and i:.inuir^\, 16 (.April pp. 5 6. Kv 22. 
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Figure L Relation beti^een Unemployment Rates in 1965 and 1969, 
in Twelve Cities 

Rate in 1969 (percent)^ 

5 r^"" ~ 
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Sou^-cc: Table I. 

a. Annual average of total unemployment as percent of total work force. 

explanations of the persistent differentials in the unemployment rates of 
these cities. 

In the first place, the unemployment rate for each city represents an 
average over the rates of disparate groups in the labor force. For example, 
teenagers invariably have high rates of unemployment, so if a city has an 
unusually large fraction of teenagers, its unemployment rate will be high 
relative to those of other cities even though neither its rate for adults nor 
its rate for teenagers is high. An adjustment for the varying composition ot 
the labor forces of the twelve cities appears necessary before any meaning- 
ful conclusion can be drawn about the persistence of differentials in un- 
employment rates* 
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It is not possible to adjust the data on unemployment by city from the 
Manpower Administration or from the household survey for composi- 
tional differences other than race. However, in a study of data on individ- 
uals that is reported briefly in the appendix,® the statistical method of 
regression is used to estimate the pure differentials between the unemploy* 
ment rates (or more precisely, weeks of unemployment per year) in the 
twelve cities, for the four sex-race groups, simultaneously estimating the 
pure effects of age, marital status, family size, income, and wages. The 
wage effects arc particularly important, and I will return to them in a later 
section. For the moment, the fact that the estimates of the pure geographi- 
cal effects take account of wage differences means that cities with unusually 
large proportions of well-paid workers (who generally have very low rates 
of unemployment) are put on an equal footing with those having more 
typical labor forces. 

Important as this kind of adjustment is in principle, it turns out to make 
remarkably little difference in this case. Table 2 presents the pure geo- 
graphical effects estimated from the regression. Simple averages calculated 
from the same data are remarkably similar, indicating that the adjustment 
for composition has little practical effect on the estimates of the differen- 
tials among the rates of unemployment in the twelve cities. The adjustments 
for composition that would be appropriate for the annual data from the 
Manpower Administration discussed above would be very much the same, 
so it seems safe to conclude that the annual data would be little changed by 
this kind of adjustment. The high correlation between the differentials by 
city for white males estimated from the Survey of Economic Opportunity 
(SEO) data and the data for 1966 from the Manpower Administration 
makes this conclusion even more tenable. 

This seems to rule out the simple explanation that the persistent dif- 
ferentials in unemployment by city are the result of corresponding differ- 
ences in the composition of the labor forces of the cities. The structural 
hypothesis seems to be the winner. Must optimists now abandon their 
view that, left to themselves, the equilibrating forces of labor mobility and 
changes in relative wages will gradually eliminate differentials in unem- 
ployment rates? Perhaps so. I offer here a distinctly tentative hypothesis 

9. Data for this study were obtained from the Survey of Economic Opportunity* 
conducted by the U.S. Bureau of the Census in the spring of 1967. The annual data refer 
to 1966. 
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Table 2. Estimates of Weeks of Unemployment in Twelve Cities, by 
Sex and Race, 1966 

Men H\)incn 



City 


IVliih- 


Black 


Hhite 


Itluck 


Baltimore 


1.7 


3.1 


0.7 


0.2 


Chicago 


L3 


2.3 


1.1 


0.6 


Cleveland 


1.6 


3.2 


1.0 


2.5 


Detroit 


2.8 


5.5 


1.1 


2.3 


Houston 


2.2 


0.0 


0.8 


0.6 


Los Angeles 


3.3 


6.4 


1.5 


2. 2 


New York 


3.0 


2.7 


1.3 


1.0 


Philadelphia 


1.9 


2.9 


1.0 


1.5 


Pittsburgh 


2.8 


4.5 


1.5 


2.7 


St. Louis 


2.6 


2.2 


I.O 


4.2 


San 1 rancisco 


3.6 


8.0 


1.7 


2.3 


Washington. D.C. 


2.0 


2.2 


0.7 


0.7 



Soiirvc: Donvcd from regression csiim.itcs shown in labiL- A-I. The estimates arc for induiduaU ysixh 
spccilicU ch.ir.K!cnitivS. Sec the appendix fo.- details. 



that might expUiin the apparent weakness of the equilibrating forces in 
terms that should not be ofTensive to economists who have a basic faith in 
the eflicacy of the price system. 

In the di»ta from the SliO, there is a positive association between average 
weeks of unemployment for men and average wages among the twelve 
cities.^*' High-wage cities, notably San Francisco and Los Angeles, have 
high rates of unemployment, and low*wage cities tend to have low rates of 
unemployment. The data are presented in Figure 2 for men and women. 
If there is a general tendency for cities with high wages to have high unem- 
ployment rates, then there is no longer a presumption that geographical 
mobility of labor will act to reduce unemployment. The attraction of high 
wages may cancel or even outweigh the discouraging effect of unemploy- 
ment.*^ A rational worker might decide to move from Cleveland to Los 

10. The wage rates used here are also adjusted for variations in the composition of the 
labor force b> city. They arc presented in Robert Hall, "Wages, Income, and Hours of 
Work in the U.S. Labor Force," Working Paper 62 (Massachusetts Institute of Tech- 
nology, Department of Economics, August 1970; processed). 

11. Unemployment does not ncccssaril> cxer* its discouraging effect directly. Rather, 
high unemployment may be a sign of low rates of job vacancies. 
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Angeles even though it is tnuch harder to find a job in California, precisely 
because wages are significantly higher there. In this situation, geographical 
mobility of labor may not function at all as an equilibrating force. If the 
uecisions of most families about their locations are intluenced mainly by 
consideration of the husband^s employment, then the relationship between 
unemployment and wages should be stronger for men than for women. 

What about the other main equilibrating force, changes in relative wages? 
Deeply embedded in modern economic thought is the idea that excess sup- 
ply of labor in a market should drive down the wage, at least relative to the 
average wage in all markets. It is, for example, the explanation of the 
Phillips curve. The basic mechanism that economists usually have in mind 
is that in a market where unemployment is high, employers find it possible 
to hire at slightly lower wages, or at least they need not keep up with wage 
increases in other markets in order to fill their jobs. In this view, the pool 
of unemployment consists of workers who are increasingly desperate for 
work, and who will take somewhat lower wages than they had originally 
expected. I have suggested above, however, that those unemployed in a 
city with high wages may have a rather difTerent attitude: They may be in 
the market precisely because they are willing to pay the price of a spell of 
unemployment in order to locate a high-paying job. If so, there is no reason 
to expect this kind of unemployment to exert a downward pressure on 
wages. The employer who olTered a job at a slightly reduced wage to an 
unemployed worker would simply be refused. 

One final question needs to be answered to complete this explanation. 
Why do employers hire in cities with high wages rather than relocating in 
low-wage areas? In the long run, one might expect the mobility of em- 
ployers lO bring about equalization of wages, even if the other forces were 
not acting to do so.^- However, the existence of unemployment in his labor 
market is a distinct advantage to the employer. It acts to stabilize his work 
force, reducing his hiring costs and permitting him to capture the benefits 
of training that his workers acquire on the job. Th'j existence of a high level 
of unemployment imposes a substantial price on workers who change jobs, 

12. Of course, other factors as well deti:rminc the geographical pattern of wages. In an 
ideal set of labor markets, one N\ould expect uniformly low unemployment rates and 
dilFerences in wages that rellecled only these other determinants. Climate is the obvious 
example of such an influence. By cquali^taiion, then, I really mean equalization after 
taking these other determinants into account. 
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Figure 2, Relation between Average Wages and Weeks of Unemployment in 
Twelve Cities, by Race and Sex, 1966 
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Figure 2. (continued) 
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ing Paper 62 (Massachusetts Institute of Technology. Department of Economics. August 1970. processed), 
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and materially reduces the frequency with which workers do so volun- 
tarily. The prospective employer, deciding where to locate, can buy stability 
in his work force by locating in a high-wage, high-unemployment city. 

Taken together, these arguments suggest that there can be an inde- 
terminacy of the equilibrium in the labor market of a city. There may be a 
whole set of unemployment-wage combinations each of which represents 
equilibrium in the sense that it can be maintained indefinitely. None of the 
combinations is really satisfactory, and it w ould be unfortunate to suppose 
that the goal of manpower policy should be to try to move to a position of 
low unemployment and accept the consequent low wage. If some other 
means, less costly than unemployment, could be found to reduce turnover, 
then the equilibrium could be at high wages and low unemployment. 

Is There a Substantial Amount of Chronic Unemployment 
at Full Employment? 

Popular accounts of unemployment often seem to suggest that full em- 
ployment lea\es ochind a residual group of chronically unemployed w ork- 
ers who are unable to find work over long periods of time. 1 interpret the 
notion of chronic unemployment to refer to indi\ iduals who are literally 
unable to find a job after looking for six months or more. This is a very 
stringent definition (some might say it is a caricature of the usual idea of 
chronic unemployment); I use it because there is still a very large difference 
betw een having difTiculty finding a job (spending up to six months search- 
ing), and not being able to find a job at all. Nothing in my definition is 
intended to suggest that there is not a great deal of hardship in four or five 
months of joblessness. I w ish to suggest only that it is misleading to label 
a spell of unemployment of this length as chronic unemployment. I think 
it important to distinguish between truly chronic unemployment, in which 
the same individuals remain unemployed month after month, and unem- 
ployment involving continual, even if relatively slow, turnover among the 
unemployed. 

The first place to evaluate the importance of chronic unemployment is 
in the data on the duration of unemployment.^*^ Table 3 presents these data 

13. Thc&c data are particularly sensitive to the kinds of errors discussed in pp. 37.^75. 
In particular, unemployed individuals sceia to have a tendency to date their spells of 
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Table 3, Percentage Distribution of Unemployment in Sex and Age 
Groups, by Duration, April 1969 



U t't'/vA uj itihmplo\m% nt 



.V«'V Alhl ii.i,'C 


0 4 


5- 14 


15 2-^ 


27 or more 


Hoth sl'\cs. 16 W vcars 


60.1 


25.6 


7.3 


7.0 


Male, 20 vcars and ovtr 


47.9 


26.2 


18.4 


7.4 


1 cmalc, 20 \Lars and over 


5.'?.1 


25.6 


14.5 


4.9 



Suufwir: Lmph\mint and Lurntttj^s^ Vol. 15 tMa> l*JH). I.iblc A«I5, p. 39. 



for April 1069, a month of high cniploymcni. About half of those unem- 
ployed in that month had become so within the previous four weeks. Only 
a \cry mikiII fraction had been unemployed for six months or more: in the 
case of adult men, 7,4 percent of the total, or about 70,000 individuals. If 
chronic unemployment is a major social problem when the economy is at 
full employment, that fact is not revealed in the data on unemployment 
from the hou>ehold survey. Those data show that individuals leave the 
status of unemployment rclati\ely rapidly: very few of them are reported 
as unemployed for long periods. 

The definition of unemployment used in the survey practically guarantees 
th:it little chronic unemployment will be reported. If an indi\idual is unable 
to fmd work after searching for several months, he may well not take the 
trouble to engage in specific job-seeking activities in the four weeks pre- 
ceding the survey. In an earlier section I discussed the new data on individ- 
uals not in the labor force who nonetheless desire a job or would normally 
be in the labor force. It is now useful to take a second look at this group, 
which is not \ery large compared with total unemployment, but is certainly 
large enough so that if it comprised mainly those permanently out of work, 
it would indicate that chronic unemployment was a major problem. In 
February 1%7, the Bureau of the Census carried out a follow-up survey of 
men aged 20 through 64 who were reported as not in the labor force in the 
regular monthly survey one week earlier.^* Most of them were sick or dis- 

unLitipl()>incni from ihc month whan ihcy entered the survey. Since each household 
spends only fi)ur convccuiivc months in the survey, this bias may cause an understate- 
ment of \er> lonvi-tenn unemplo>ment. 

14. Vera C. Perrella and Edward J. 0'Bo>le, *'\Vork Plans of Men Not in the Labor 
Force," Monihly Labor Review. Vol, 91 (August 1968;. pp. 8-14 
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abled (59.0 percent) or retired (10.7 percent). Almost 700,000 men, how- 
ever, were out of the labor force for unusual reasons— that is, for reasons 
other than poor health or retirement. Might not some fraction of these be 
chronically unemployed? The survey seems to rule this out almost com- 
pletely. Astonishingly enough, just under half of those who had been out 
of the labor force the previous week were back in it by the time the follow- 
up survey was made. Table 4 gives the complete breakdown by age groups 



Table 4. Status of Men One Week after Being Recorded as Not in the 
Labor Force for Unusual Reasons, February 1967 
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Age group 
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35-59 


60-64 




years 


years 


years 


Now in labor force 


86 


IVl 


64 


L-.xpcct to be in labor force within four weeks 


24 


85 


20 


Want a .job but not looking 


18 


62 


48 


Do not want a job 


24 


36 


41 


Total 


152 


374 


173 



Source : Vera C*. Pcrrclla and Edward J. O'Boyle. "Work Plans of Men Noi in the Uibor Force." Monthly 
Lah^fr i?#»vii'H. Vol. 91 (August 1**68). pp. 8-14. Derived by excluding ihc categories "sii^k or disabled" and 
"rwiireil** from ihcir Table 2, p. 10. 



and status at the time of the follow-up survey,^^ In the two younger age 
groups almost three-quarters of those who had been out of the labor force 
were cither back in it or planned to be within four weeks. Men 60 and 
above account for a substantially disproportionate share of those who 
might be chronically out of the labor force while still desiring to work. 
The results of the survey show that ill health is the main cause of temporary 
withdrawal from the labor force. For example, about half of those who 
planned to be back in the labor force within four weeks reported that ill- 
ness, accident, or other disability was responsible for their withdrawal. 
Only 22 percent gave reasons related to unavailability of work, and most of 
them were construction workers experiencing a seasonal lull in February, 
The others gave various reasons, such as recent discharge from military 
service and bad weather. Similarly, health problems were cited by more 

15. These data arc even more prone to error than those from the regular survey, since 
they are subject to an unknown bias caused by the unusual interviewing schedule. 
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than half of those who wanted jobs but were not looking* No similar 
data seem to be available for those who were back in the labor force at the 
time of the interview. Nothing in the survey supports the hypothesis that 
unavailability of work is an important cause of withdrawal from the labor 
force. The overwhelming impression from these data is that the rate of 
turnover among those who arc out of the labor force for unusual reasons 
is, if anything, greater than the rate of turnover among the unemployed. 
In neither group is there evidence of a substantial number of individuals 
who arc chronically out of work. 

The very large flow into the labor force of individuals who were out of 
the labor force for unusual reasons suggests that the latter status represents 
a temporary way station occupied partly by people who are about to start 
looking for work. If so, the distinction between those who are unemployed 
and those who are temporarily out of the labor force is rather arbitrary. 
A more comprehensive definition of the labor force and of unemployment 
would include those individuals who arc about to start looking for work. 
The data necessary to distinguish between them and those who are tempo- 
rarily unable to work are not available, however. 

The evidence just presented does not show conclusively that there are 
few individuals who are permanently unable to find work. The evidence is 
consistent with the presence of large numbers of individuals who oscillate 
between unemployment and withdrawing from the labor force without 
ever finding work. In fact, those in the special survey who were reentering 
the labor force had suffered in the previous year from substantially more 
unemployment than did typical members of the labor force. However, a 
very large fraction — seven out of eight — of those returning to the labor force 
who were in it in the previous year had worked at some time during that 
year.^^ Most of those who did not work at all probably looked for work 
only a small part of the year. 

Taken together, the evidence on the duration of unemployment and on 
individuals who are not in the labor force suggests rather strongly that 
chronic inability to find a job is not a problem faced by a significant num- 
ber of people when the economy is at full employment. The real problem 
is that many workers have frequent short spells of unemployment. This is 
the topic of the next section, 

16. Vera C. Pcrrclla and Edward J. O'Boylc, **Work Plans of Men Not in the Labor 
Force/' Monthly Labor Review, Vol, 91 (September 1968)» pp. 35-36. 

17. Ibid., p. 35. 
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Frictional I jiimph^v mcnt and Turnover in the Labor Force 

l-.^H^:u>!:.i rv\t»:v:i/v\l lh.il a certain anunint of uncni* 

pKniUC'.n :;l\>.t>> ari-.o i:i tlic iioruMl opouitimi ot* a labor market, 
(■.srcv-ially u kMip!o\ ;!'c;u i> Jclliicd in icrnis ol'actixiiy in hioking 
for a job. a CwVi.ii': fuviiiMi oi'iiic nonuorkiny popuKiiion will be searching 
for Wiirk \\!ienc\cr il^e !^Hl^elu^!vl sur\e\ is convlueted, adJ w ill be !ne»isiired 
as uneinpl n.-J. \l \'M eiij'»li\vnienl. in fad. a jivHvl fraclio!) of those un- 
cnipliAeJ are al ;;..iai\il lia:^^iliiln p^uats in llicir careerN v.hereit is normal 
lo be Knikin.^ U^r jvihs: lho^e who ha\e iu^t li^i^hevi ^ehool or Iia\e ji^t 
been Jisehar-Vvl h .^;:* the ..;ihl \i\ .mc liie whxious e\a^upIe^. In April 1%*). 
indi\iJuals with nv) pre\ious woik experience ciMiNiiiuied over 1 1 percetu 
of tv>tal ur.e.niMininj;:l a\u\ ree:itrar»l.s to the labor foree constituted an- 
other ,H) per^^cnl. i \perie;xeJ workers m\\\ seek new Jobs, either because 
they Iia\e evhaUNleJ liie po>si:>ihiies \or iraiiuni: and adxaneenient in their 
old ji^hs. or because tecir.weal prvKMVss or shifts in t!ie coniposilivin of vle- 
nuind have chmin.ilvii iheir previous jobs l.*f.einpl'>yeJ individuals who 
are clian-ji!ii; jobs n:a\ ha\e been K id or lliey n;a\ Iiave quit in the 
belief that more favorable v^pporiunilies c\i>t ei.»evvhere. I iiese two s^nirces 
aecinniied for 43 and U) pcreer.t. respectively, of total unemplovment in 
April hXW. UnempKiyment that arises frvMu any of ihese .sourecs need not 
be a subject of social conecin if tlie unemplvncd *»nd jobs reasonably 
rapidly: in faet» labor mark^.*is y:ouk\ no{ fanclion eilicie:Ul> if workers did 
not spend some fraction of their tin^e seaieliinu for the best possible jobs. 

This observatiiMi li.ib le 1 soml ceonv^misis tv^ ;;Jopi normal turnover as 
a unitary explanation of nneir.punnieiu. *I he resuUin;: iio^trine is rather 
loi^sely called llie Search 1 licorv of U::em;Mo>nK-fnJ^ It emp!ia.-ves that it 
is riitivMial for an uneinpKned woiker not to take the first job available, but 
to wait IvMivi eniHigh to ivt a p.iriieuKuly yood job. 'I his incentive to remain 
unemployed oper.ucs cv en w \wa the dcmaiid i'or labor is exceedingly strong, 
so there is a level oi' fiiction.d uneaiplovn*.enl that is the irreducible mini^ 
mum that can be achieved by exp.insinii.iry fiscal and monetary policy. 

In the search theory, unemployment is a transitory experience, generally 
assoeialcd with voluntary i^r iiivohantary change:^ in jobs. The appropriate 

18. Manv interv'siini! paixTs on thesoaali tiK*'>r:. :!!vj rLlaicd tt^pic>.ap|\:ir in Fdmund 
S. Phelps and oihcrN. Mu nmo/umiu hm^.'Jjimns <// Ijuplnxnunt wul InjLiion Theory 
(Nurum. I97U). 
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policy for reducing unemployment, then, is to eliminate some of the fric- 
tion in the labor market. The policy conclusions of the search theory are 
typified by Ch:tr1e> C . llo\i\ in;»j!iioiK Mii!'Vstiim that the offices of the 
U.S. l:inplo\iUer:t SwTucc Nluniki bi. k^-pl i>pc!i .u ni^hl m> that \vi)rkers 
can search for new jiVos befi^rc (.[uittir^^ (heir o\d ones.^'* To practical 
econv>nii>ts. .sonK-tliiiiii is lni^^i^il licrc. In the «;i)ur>e of providing a firm 
loLMcal foiiiidatioii for ib.c tr.KlitivMial notion of frictional unemployment, 
the search theory Nceir> io claim that all unemployment is frictionuK that 
every person who reports hir.^scir ;:s out of work is spending a few weeks 
between ji^bs in the nv>rinal ajv^inceircn; of his career. In his discussion of 
Holt's and IMiclp!*' work. (Uto I ckstcin pu{^ this point forcefully: *\ . . the 
central cmp!o\incnt proUcm ol our sv^cicly lv)day is the disparity of em* 
ploynient i^ppi^rtur.itics annvig blacks and whites, among skilled and 
unskilled, amony unmg and cxpcriciKcd. ...We are in danger of devising 
a labor markjt ihcv^ry whicli i.s as re;v.ote from the central emph^yment 
problem of our times as the ckissical theory was in the h)30's/'*^^' 

In the previous secliiMi 1 tr'.jd to slu)w that chronic unemployment is 
not the ccntr.il c^.pIvNn:. i.t prv^hlem of our time, either. Whatever the 
merit of I.ckstcinV criticiNnu it di^cs r.ot ;ippear that the search theorists 
arc wnvig in looking! A the problem of uf.empliwmcnt from the point of 
view i)f turnover in the hibor force. "Ib.e central problem seems to be that 
some groups in i\w hibor force I\ive rates of unemplovnient that arc far 
in excess of the rates that vvouKi accord with the hvpothosis that the un- 
employed are making a nornMl tra.nsitiivi from one }oh to another. Some 
groups exhibit what seems to be pathological instability in holding jobs. 
Changing from im^c low-pavin.g. unpleasant job ii) aiunhcr, often several 
times a \car. is the tvpieal pattern of some workers. The resulting unem- 
pUnment can h.mlly I c said to he the outcome of a normal process of 
career advancement. Tl;e true problem of hard-core unemployment is 
that certain ir.embcrs iM' the labor force account fi)r a disproportionate 
share i^f unemployircnt because tb.cy drift fri^m one unsatisfactory job to 
another, spending the lime bctwcc!! ji^bs either unemployed or out of the 
labor force. *Ihc n»:osl compact evidence suppi^rting the existence of such 

19. "Improving livo I abor M.irlvLi Trailc-oiT ivtwccn Inlbiion and Unemployment." 
in American 1 cononiie AsstVi.i'.i-'n. (/'hi P-cm J:'}*\ ttf the Ij^^tty-fint Annual 
A/t (.7/?s\ I'^'''< i lnu ru ..n L ^^^^ A\ \u u . \ 5*>>. \U:\ \W>). p. 142. 

20. •iiiNCus^ion/* in AnKri^an I conon.ic A- Noeiai^on. Pupt rs and Proceedings {\\;xy 
1969). p. 163. 
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a group is provided by the data on the number of spells of unemployment 
experienced by the labor force. Among those who were unemployed at 
some time in I%S, 6^ percent had only one spell of unemployment, 15 
percer.i had two spells, and i6 percent had three or more."^ The overall 
unemployment rate in 1968 was 3.6 percent, and the average unemployed 
person required about one month to find a new job. The implied average 
duration between spells of unemployment was about twenty-seven months. 
In order to have two, much less three, spells of unemployment in the same 
twelve months, an individual could hardly be making normal changes in 
jobs. Yet almost a third of those unemployed at all in 1968— more than 3 
million individuals — had two or more spells. The existence of this group 
is surely a matter of social concern. 

In order to identify groups in the labor force who suffer from excess 
unemployment at full employment, it is necessary to make a crude guess 
abo^ t the amount of unemployment that arises from normal turnover. I 
have done this by making a set of assumptions about the time required to 
find a job and the frequency with which individuals of various ages change 
jobs/-'- From this I hi;\e calculated the implied rates of unemployment by 
age groups, as shown in Table 5. The assumptions are as follows: (1) An 
individual looking for his first job requires, on the average, tw o months to 
find it, but he requires only one month to find subsequent jobs; (2) teen- 
agers change jobs every year, young adults every two years, and adults (age 
25 and over) every four years; (3) the pattern of entry into the labor force 
yields the distribution between inexperienced and experienced members 
shown in columns I and 3 of Table 5. The resulting hypothetical normal 
rates of unemployment appear in column 6 of the table. With the distribu- 
tion of the labor force among age groups prevailing in 1969, the overall 
normal unemployment rate would be 3.3 percent, not a great deal below 
the actual rate of 3.5 percent. The last four columns show why this is so. 
White males, the largest of the four sex-race groups, actually had unem- 
ployment rates below the hypothetical normal rates in every age group in 
April 1969. This probably demonstrates that the assumptions used in mak- 
ing the calculations are a little pessimistic, although it should be kept in 

21. Vera C. Pcrrella. **\Vorx Experience of the Population,*' Monthly Labor Review, 
Vol. 93 (February 1970). Table 2. p. 57. 

22. These arc purely assumptions and are not drawn from any data. Actual data 
would, of course, include the effects of the abnormal unemployment I am trymg to 
distinguish. 
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mind that April 1969 was a month of over-full employment and not one of 
equilibrium as I defined it at the beginning of the paper. It is important to 
note that if my assumptii^ns are anywhere near the truth, the dilTerentials 
between the unemployment rates tcenariorN and adults anuMig white 
males are a normal eonseqiienee of the process o( looking f u* Jobs and 
are not an indication of a special problem for teenagers. For black males, 
the situation is altogether dilTerent. Rates of unemployment are about 35 
percent greater among adult black malcj^ than the hypothetical values, and 
are even higher for 18- and 19-year-olds. Nothing in the theory of turnover 
or frietional unemployment seems capable of explaining this extraordinary 
discrepancy. Blacks are poorly educated and poorly trained in comparison 
to their white counterparts, and they sulTer from discrimination as well, 
but those facts do not adequately explain why they should take longer to 
find a Job or why they should change Jobs more often. In the framework 
of the se;»rch theory, a satisfactory explanation would involve demonstrat- 
ing that it is in the interest of disadvantaged workers to search for jobs 
more often and for longer periods, I shall ha\e a little more to say about 
this matter in a latci section, but it remains an urgent unsoKcd problem of 
modern economic research. 

White females ha\e unemployment rates somewhat below the hypo- 
thetical le\els in all but the highest age group. These and other d,ita suggest 
that the main problems experienced by white females in the labor force 
arise not in their early years in the labor force, but after age 25. For exam- 
ple, as I shall show in the next section, wages paid to white females are 
almost as high as those paid to white males up to age 25, but after that age 
wages paid to men rise steadily while those paid to women remain at essen- 
tially the level of age 25, 

Finally, black females suffer the largest discrepancy of all between actual 
and hypothetical unemployment rates* In fact, they sulTer more than doubly 
for being black and for being women: In e\ery category their unemploy- 
ment rate exceeds the rate of white females by more than the dilVerence 
between black and white males* 

I conclude, then, that only among white males is normal turnover a 
satisfactory unitary explanation of the observed levels of unemployment 
by age groups. Signs of pathological excess unemployment appear in the 
data for women and Slacks* liven for white males, unemployment is 
distributed unevenly between high- and low-paid workers, as i will show 
in the next section. 
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Workers W ho Arc Unemployed Frequently 

l.arlicr in iliis paper 1 have arauoJ that ihc probUMU of hard-core iincni- 
ployiucnt at lull ciuployinciu is not sv> much that there are individuals who 
are pennanently out of work aN that there are many workers who move 
frequently iVoin job to job without advancing iheir careers. Further study 
ol'tlie problem ought logically to be carried out with data on the experience 
over lime of a reprc>entali\e sample of members of tho labor force. The 
existence o\ grinips with un^table work histories could be confirnied and 
the nature of the problen) examined ni.uc deeply with such data. The only 
data available, however, give inrormation about the status of individuals 
onl> for a s'v.vzW vear. Tl)is niakcs it necessary to infer conclusions about 
the experience of an individual over tinie from the status of similar in- 
dividu.ilN v^rdilVerent ages at the same point in time. 

To an cci -ni^rwiht, the natural way to measure the progress of an individ- 
ual worker is by his wage. As he accumulates experience and specialized 
training on the job. his hourly wage should rise year by year. At a point 
in time, then, the age profile of wages should rise smoothly with age, pro- 
vided th.it an appropriate adjustment is made for the fact that older work- 
ers tend to luivc less formal education and may tend to live in areas with 
lower wages. I rom the data in the Survey of Economic Opportunity, I have 
made estimates of the pure age protile of hourly wages, inLorpcratlng 
adjustments for yc.irs of education, location, union membership, health, 
and countrv of birth. The results are presented in Figure 3. They suggest 
that the whole notion of a career with steady advancement is relevant only 
for white males, whose wages rise through ages 45 to 54. Black males, and 
women of both raecs, make progress only through ages 20 to 24. From 
ages 25 to 34 onward, their wage profiles are practically flat. 

I-rom data on the status of a sample of individuals at a single point in 
time, siwuclhir.g can be inferred about the proportion of lime that individ- 
uals vviih various eliaraLteristics spend looking for work, although there is 
no way to tell if a high proportion is the result of many short spells or a 
few long ones. \\ iihin each of the four sex-race groups in the SEO sample, 
unemployn^cnt is very unevenly distributed. In general, workers with few 
skills are much more likely to be unemployed than others. Once again, to 
an economist, the natural overall measure of an individuals level of skill 
is the wage he earns, or would earn if he were working. To adjust for the 
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Figure 3. Age Profile of Wages, by Sex and Race, 1966 

IVage per hour (dollars) 

4 I— 




Age (years) 



Source: Hall, "Wages, Income, and Hours of Work,*' Table 2-2, p. 23. 

tendency for well-paid workers to live in cities where unemployment rates 
are high, and for other related effects, it is necessary again to use estimates 
of the pure effects obtained by regressio'^ These are presented in Table 6 
t\nd incorporate adjustments for age, marital status, number of children, 
income, and location. 

White males in the lower wage groups experience unemployment of 
moderate length; the length declines to the relatively low rate of 1 .4 weeks 
per year in the highest wage group. Black males, in contrast, have much 
longer periods than whites in the lower wage groups, and shorter ones in 
the higher groups.^*'' I offer the following tentative explanation for this 

23. The negative value for the highest wage group for black males serves as a reminder 
thai these results are subject to a certain amount of statistical variation. 
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Table 6. Estimates of Weeks of Unemployment^ by Race, Sex, and 
Wage Groups, 1966 

A/i/i Wonwn 
Hourly ^ane - 



in dollars 




liluck 




liluck 


0-1.50 


4.3 


9.4 


1.3 


1.0 


1.50-1.75 


2.8 


8.3 


1.1 


1.3 


1. 75-2.00 


2.8 


4.9 


1.0 


1.6 


2.'J0-2.50 


3.0 


2.7 


0.8 


1.2 


2.50- -VOO 


2.0 


0.0 


0.9 


0.3 


3.00 or more 


1.4 


-1.0 


0.0 


0.6 



Sour*.c: Derived from rcgrcssioM cstmi.iics ^ho\^^ m T.iiMc A*\ fur marncJ indlVldu.lI^. a^vd 20 through 
50. with no whilvircn. living in the New VorK ^>t.^nd.lrd Metropolitan Sutiblical Area* and \Mlh lamily 
incomes between S3,7$Uand S4.S00 per adult per year. 



difference: Whites arc willing to work steadily at low-paying jobs beeause 
they are aware that they can start up a job ladder by establishing a stable 
employment record. Blacks, on the other hand, do not seem to have this 
opportunity, and therefore are likely to leave a low-paying job within a 
few months or a year. Thus trainees in banks and workers in service sta- 
tions receive about the same hourly wages, but the trainees have an incen- 
tive to work hard and steadily that is absent for the service station men. A 
few blacks accomplish what is routine for whites, however, so in the higher 
wage groups there is much more selection of the most stable workers 
among blacks than among whites. 

Racial differences among women are not as pronounced, perhaps because 
women of both races arc generally excluded from the job ladder. Note that 
although women have higher unemployment rates than men, as reported 
in the household survey, they have fewer weeks of unenipU^ynient per year. 
The unemployment rate in a group is, roughly speaking, the ratio of weeks 
of unemployment to weeks in the labor force, and women tend to spend 
substantially fewer weeks in the labor force than men. 

Economists are occasionally tempted to speculate about another source 
of unempU>ymcnt: For many people only low-paying, unpleasant jobs are 
available, either because of lack of skills or because of discriminatory 
exclusion. If they have income from sources other than their own work, 
they might work only part time, or more likely, part of the year, and enjoy 
leisure (w hich is cheap for them) the rest of the time. Moving in and out of 
the labor force would cause them to be recorded as unemployed frequently. 
Further, a person who feels guilty about not working might report himself 
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as unemployed even though he was not actually interested in taking the 
kind of job he could get. Both of these kinds of unemployment are volun- 
tary in that they are dilTerciit from the unemployment suffered by a person 
who is dimply unable to find a job despite serious elVurt. One implication 
of this argument seems to be that unemployment ought to be positively 
associated with income from sources other than an individuaPs own work. 
In the regressions presented in the appendix and discussed above, I have 
controlled for income as well as wages, using a comprehensive measure of 
income that includes the nonwage income of the family and estimates of 
the wage income of other members of the family. It also includes the value 
of the individiiaPs own time, but this does not affect ihe interpretation, 
since his wage is included separately. Income does not include the indi- 
vidual's actual wage income, of course, since that depends on his amount 
of unemployment. The income effects in all four regressions are quite small, 
and generally have signs that are the opposite of those predicted by the 
theory just mentioned. If anything, individuals in a given wage group tend 
to have more unemployment if their families are poor. There is no evidence 
whate\er in favor of the hypothesis that unemployment is voluntary in the 
sense defined above. 

Earlier sections of the paper have suggested how iher.c data on individ- 
uals at a single point in time ought to be interpreted. They show who is 
likely to become unemployed for a spell one or more times during a year, 
not who is likely to ^-'Mnain permanently out of a job. Blacks and women 
seem to be excluded I rom work that offers an incentive to stay with a job 
permanently, and spend much larger fractions of their time in the labor 
force looking for new jobs than do white males. Within each group, the 
lower-paid members spend many more weeks looking for work than do the 
higher-paid ones. Finally, even with the wage level held constant, higher 
income seems to reduce weeks of unemployment. 
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APPENDIX 

A Sltuly of Weeks of Unemployment in 1966 

Tnii DATA OF- THIS STUDY urc somcvvhat different from those in the 
monthly household sui\ey, and probably sutTer trom all of the difiiculties 
of the household survey and from some of their own as well. They are taken 
from the Sur\ey of Economic Opportunity (SEO) for 1%7» a body of data 
collected by the U.S. Bureau of the Census using roughly the same methods 
that it employ^^ in the monthly survey. The questions about unemployment 
referred not to the status of the adults in the family at the time of the survey 
(spring 1967). but rather to their experience throughout the previous year, 

1966. The respondent was asked, **How many ditTerent weeks was 

looking for work or on layoff from a job?" The definition of looking for 
work is much less strict than that used in the household survey. As stated 
in the Sl-O codebook: "The interviewer was told to accept the answer of 
the respondent if he says a person w as looking for work. If the respondent 
is in doubt about what the phrase looking for work* means, the interviewer 
was to use this explanation — a person is 'looking for work* if he is trying 
to get work or trying to establish a business or profession . . , 'Layoff' 
includes both temporary and indefinite layotT.*** The data from the ex- 
tended household survey suggest that the use of this relaxed definition 
does not tend to classify a great many people as unemployed who would 
otherwise be classified as not in the labor force. A more serious deficiency 
of this body of data arises from its retrospective nature. If the respondent 
has diOiculty reporting the current status of the members of his or her 
household for the monthly survey, surely the difiiculties are compounded 
many tunes in reporting on their status up to fifteen months earlier. To the 
extent that errors of perception and memory are random and uncorrelated 
with the determinants of unemployment, the results are not biased by the 
errors; they are only made less precise. But there is every reason to believe 
that the errors arc systematic and the empirical results should always be 

1. *M967 Survey of Economic Opportunity Codebook** (OfRcc of Economic Oppor- 
tunity, no date; processed), pp. 191-92. 
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interpreted with this in mind. In particular, comparisons between men and 
women are rather dangerous. 

Thi* purpose of this study is to obtain averages of unemployment levels 
for various demographic and economic groups. Averages for groups in one 
classification (for example, various wage groups) need to be adjusted for 
variations in other determinants of unemployment. Simple tabulation of 
averages docs not allow for this adjustment; for example, classification by 
wage groups alone would understate the magnitude of the pure wage effect 
because high-w.jge workers tend to live in high-wage cities, where unem- 
ployment is higher. Cross-tabulation by all classifications simultaneously 
is infeasible because of the large number of groups. I have therefore adopted 
the method of regression on dummy variables to estimate the pure averages 
within each classification. The adjustment for the association between 
wages and cities, for example, has the following character: All cities have 
the same pattern of unemployment by wage groups, but each city has its 
own overall level of unemployment. Equivalently, one can say that all 
wage groups have the same pattern of unemployment by city, but each 
wage group has its own overall level. 

The definitions used in the various classifications are precisely the same 
as those in the author's study of hours of work,^ which the reader should 
consult for additional information. In brief, the characteristics are defined 
in the following way: 

1. Race 

a. White, including chicanos and Puerto Ricans. 

b. Black. Other nonwhites, mainly Orientals, were excluded. 

2. Sex 

a. Male. 

b. Female. 

3. Position in family , 

a. Head or spouse of4i<ad, spouse present. 

b. Head, spouse absent. Only women were included in this classi- 
fication; a small number of male heads without wives were ex- 
cluded. 

c. Single individual. 

d. Relative, living in a family but not the head. This includes sons, 
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daughters, parents (when not the heads), aunts, uncles, and so 
forth. 

4. Age 

a. 14 through 19. Since individuals who were in school all or part of 
the year were excluded, this group consists mainly of 18- and 
19-year*olds. 

b. 20 through 59. 

c. 60 and over. 

5. Children in the family 

a. None. 

b. Preschool age only (6 or younger in March 1967). 

c. School age only (7 through 13). 

d. Both. 

6. Income. For each family, a comprehensive measure of income was 
calculated in the following way: (a) Nonlabor income was estimated 
as the sum of reported unearned income and the imputed income on 
the equity value of durable wealth; (b) the value of the time of each 
member of the family was calculated as the product of the number of 
hours available to be divided between work of all kinds and leisure 
(taken as P-,000 hours per year for most individuals) and his wage 
rate (imputed by the method described below); (c) the sum of these 
components was adjusted for the influence of the federal income tax. 
The resulting measure of income, called whole income, was classified 
in the following way: 

a. $0 to $3,000 per adult per year. 

b. $3,000 to $3,750. 

c. $3,750 to $4,500. 

d. $4,500 to $5,500. 

e. $5,500 or more. 

7. Hourly wage. For each individual, whether working or not, a wage is 
imputed on the basis of his personal characteristics. The imputation 
is derived from a first-stage regression in which observed hourly 
earnings in the week before the survey is the left-hand variable. The 
imputed wage per hour was adjusted for the marginal income tax paid 
by the individual, and classified as follows: 

a. 50.00 to $1.50. 
$1.50 to $1.75. 
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c. $lJ5toS2m 

d. S2.00 to $2,50. 

e. $2,50 lo $3.00, 

f. S3,00 and above. 

8. Location. Twelve large metropolitan areas are identified explicitly in 
the StO, liach is labeled by the name of the largest city it contains, 
but the area includes the entire Standard Metropolitan Statistical 
/•rea (SMSA), The areas are: 

a, Baltimore. 

b, Chicago. 

c, Cleveland, 
a, Detroit, 

e. Houston. 

f. Los Angeles. 

g. New York. 

h. Philadelphia. 

i. Pittsburgh, 
j. St, Louis. 

k, San Francisco, 
I Washington, D.C. 

Separate regrcssioni> wore computed fot ihc four race-se.\ groups. The 
results are presented in Tabic A-I, 



Table A-1. Determinants of Weeks of Unemployment in 1966, 
Regression Results 





A/./; 




Wonun 


Cli.irtictt ristic aihl wtluc 




Black 


White 


lilock 


Consiuni 


2.95 


2.65 


1.25 


0.96 




(0.41) 


(0.70) 


(0.24) 


(0.57) 


Posiiion in f amily 










Head or spouse of head 


0 


0 


0 


0 


Single 


1.63 


1.12 


0.61 


1.17 


(0.4ro 


(0.70) 


(0.22) 


(0.52) 


Relative 


0.02 


2.71 


0.29 


1.55 




(0.4()) 


(0.68) 


(0.24) 


(0.48) 


Head without spouse 






0.08 


0.32 








(0.30) 


(0.51) 
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Table A-1 (continued) 





Men 






Chiirdctt ristic and wilia' 


H fule 




I t Ititm* 

fr lilti 














14-19 >cars 


l.?0 


-4.65 


0.55 






(0.S3) 


(1.10) 




({) 6^> 


20-59 >cars 


0 


0 


\j 




60 >cars and over 


-0.94 


-4.29 




— I 77 




(0.37) 


(0.71) 


(0.22) 


(0.51) 


ChiUren 










None ^ 


0 


0 


n 

KM 


n 


Preschool only 


-0.16 


— 
-0..^5 


^0 S7 






(o.:^5) 


(0.60) 


/o "^n 




School age onl> 


-0.96 


0.06 


-o.?o 


0.16 




(0..V)) 


(0.61) 


(0.21) 


(0.47) 


Both preschool and school age 


0.02 


0.54 




u. ju 




(0.38) 


(0.58) 




iC\ dR^ 


Income in dollars 










0»3.(K)0 


1.24 


-0.12 


0.08 


0.48 




(0 46^* 
I* ' . •♦I'/ 




(0. J(^) 


(0.4^) 


3,000 3.750 


-0.24 


-0.43 




U. 74 




(0..V0 


(0.5.1) 


III. ^U) 




3.750 4,500 


0 


0 


u 


u 


4.500-5.500 


— 

0.20 


-— 
-0.25 


U.Uo 


— u. oi 




(O..V^) 


(0.6.S) 


^O 


in 


5.500 and above 


-0.50 


■i).}9 


— O 07 


— J . 




(0.38) 


(0.91) 


lU. VI J 




iya\:e in doHurs per hour 










a 1.50 


1.26 


6.74 


0 


0 




(0 *<4) 


d.I.'') 






K50-1.75 


-0.16 


5.6.1 


-0.24 


0.33 




(0.64) 


(0.82) 


(0.?0) 


(0..'?9) 


1.75^-2.00 


-0.18 


2.15 


-0.29 


0.62 




(0.52) 


(0.60) 


(0.21) 


(0.57) 


loa-2.50 


0 


0 


-0.47 


0.17 








0).25) 


(0.82) 


150-3.00 


-1.03 


-2.70 


-0..39 


-0.70 




(0..'^4) 


(0.54) 


(0.38) 


(1.07) 


3.0C and above 


-1.61 


-3.71 


-1.32 


-0.44 




(0.36) 


(0.85) 


(0.69) 


(1.43) 



o 
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Tabic A-1 (continued) 



Characteristic and \uluc 


li'/utc 




11*1.* t„ 


If tut K 


City 










Baliiniore 


- 1 .25 


0.42 


fx CO 


n 7^ 

— U. 




(0.71) 


(0.79) 


(0.39) 


(0.63) 


C hicago 


-1.70 


•-0.40 


-^O.ll 


-0.37 




(0.43) 


(0.74) 


(0.25) 


(0.58) 


Cleveland 


-1.37 


0.52 


— 0.29 


1 <A 

] . 5o 




(0.70) 


(1.10) 


(0.42) 


(0.95) 


Detroit 


— 0. 14 


2.82 


0. 1 / 






(0.49) 


(0.79) 


(0.28) 


(O.oC) 


Houston 


-0.89 


-2.70 


— 0.44 


— 0.38 




(0.76) 


v0.9l) 


(0.45) 


(0.74) 


I.OS Angeles 


0.32 


3.77 


0.25 


1 .21 




(0.35) 


(0.79) 


(0.21) 


(0.60) 


New York 


0 


0 


0 


U 


PhiladL-Iphia 


-1.08 


0.21 


-0.22 


0.51 




(0.46) 


(0.82) 


(0.27) 


(0.64) 


Pittsburgh 


-0.20 


1.81 


0.27 


1 ./D 




(0.62) 


(1.87) 


(0.36) 


(1.59) 


St. Louis 


-0.31 


-0.46 


-0.25 


3.21 




(0.72) 


(1.10) 


(0.38) 


(0.87) 


San Francisco 


0.69 


5.39 


0.43 


1.35 




(0.43) 


(0.98) 


(0.25) 


(0.80) 


Washington. D.C. 


-0.95 


-0.44 


-0.52 


-0.30 




(0.56) 


(0.70) 


(0.32) 


(0.52) 


Standard error (in weeks) 


6.63 


9.13 


4.18 


7.88 


Number of obser\ati.>ns 


3.433 


2.361 


4.042 


2.721 



S'Hir.c H.I VI d on d.it.i from Survey <)n:wOnotuu- Opportunity, condtuud hy l?.S Huro.iu of tho Census. 
Spnnn !'/»>T. S».c .ippcutiit text for dciailcU »nfi>nnaijon on the cliat.utcnMus. I he fi^urvj. m p.iienthcsesarc 
the stiindiril errors. 



Comments and 
Discussion 

R. A, Gordon: Robert HalKs paper is an important contribution to our 
understanding of why unemployment is as high as it is in the United States 
when we are close to full employment by conventional standards. His main 
conclusions seem to be that unemployment in the United States is relatively 
high at full employment not because large numbers of people remain con- 
tinuously unemployed, but because large fractions of some groups in the 
labor force experience abnormaMy frequent changes of jobs with frequent 
periods of unemploymciU between jobs. 

The relatively underprivileged groups, in his results, are blacks of both 
sexes and of virtually all ages; and white women of ages 25 and over. In 
general, I agree with this conclusion, but it is not the whole story. Let me 
focus on Table 5, **Comparibon of Hypothetical Normal Rates of Unem- 
ployment and Actual Rates/* The assumptions in the calculations are 
generally reasonable, but men and women should have been differentiated. 
Women over 25, the group that has the unfavorable difTerential, arc usually 
married, and they move frequently in and out of the labor force. Higher 
turnover rates would be expected for this group. The second point I would 
make is that this part of the study does not deal with the elTeet of differen- 
tial unemployment on rates of participation in the labor force. Thus the 
participation rate in the prime-age group of males is significantly lower for 
blacks than for whiles. Furthermore, there is significant nonreporting 
among black males. These elements constitute a kind of hidden unem- 
ployment. 

The third point is that nothing is said about the time dimensions of the 
problem. As is pointed out in George Perry's paper, changes in the com- 
position of the labor force over the last fifteen or twenty years make a 4 
percent unemployment rate much more difficult to achieve and likely to 
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generate greater inflationary consequences than was true formerly. Disper- 
sion measures of unemployment rales by age and se\, like the ones Perry 
Ubcs, show a cyclical palicrn, but more important ihcy rc\cal a dramatic 
rise in dispcr^on for any gi\cn overall unemployment rate o\er the last 
ten years or so. What may ha\e been normal in h>50 or i055 i> probably 
not norn\al today. 

Hairs paper does net take account of experience abroad. Iiucrnational 
comparisons highlight the cxtcn^ lo which frictional unemployment in the 
narrow sense — "normal" unemployment in HalKs icim— is signific antly 
higher in the United States than in mo>t other countries. In Germany, a 
program called "Schlechtweltergeld'* has reduced the seasonal unemploy- 
ment in the construction trades that accounts for a signifieant component 
of frictional unemployment in the United Slates. Hall uses \ery high rates 
as normal frictional unemployment for vinith. These rates do not occur in 
Europe, where young people coming out o( school nunc fairly snu)othly 
into either apprenticeship programs or regular jobs. The question of uhat 
frictional unemployment rate is normal is itself something thai needs to be 
investigated. 

The hypothetical normal imemploymeni rates by age. sex, and race in 
Hairs calcuhuion imply an overall unemploynient rate of 3.3 percent in 
1969, while the actual unemployment rate was 3.5 percent Structural un- 
employment was not merely the diirerence of two-tetiihs of a percent, 
because the while prime-age male rate has been dri\en ilown below normal, 
creating job scarcities and tight markets. TIuin \W) was, in a way, the 
worst of both possible worlus— high structural uncmpli^yment <^r non- 
necessary frictional imemploymeni for many griuips at the same tiiue that 
the labor market situation for primc-agc white males was so tight as to 
drive up wages very rapidly. 

The section on the dilfcrenccs among cities is interesting. The same 
permanence in unemployment ditfcrcntials, howc\cr, also exists anuMig 
other dimensions of the labor force— age, sex, color, as well as occupation, 
industry, and marital status. Maintained geographical dilTcrcntials should 
therefore not be surprising. Although Hall may disagree, I see considerable 
similarity between his conclusions and the dual labor market hypothesis 
that has been advanced by Peter B. Doeringcr and others. It is not essential 
to the dual labor market hypothesis that unemployment be related to in- 
come, as Hall implies in the final section of his paper. Rather, tlie una**rac- 
tivcness of available jobs for blacks presents a trade-off between leisure and 
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work for blacks that is difTcrent irom that for white workers. The dual labor 
market hypothesis is that through discriminatory practices, some significant 
part of our labor force is deprived of an opportunity to try for attractive 
job>» that othct'N can tvt rather ca>il\. \ he result iN that the deprived people 
lea'.e the unattractive jobs frequently because they are unattractive. Instead 
of the standard notion of a queue, with bhicks, for example, at the end of 
the queue, there are instead two hnes. W hites get into one while blacks 
must get int'> the other. The black line is constantly re-forming, as blacks 
take unskilled jobs at a low wage rate, quit, are on the street awhile, come 
back when they need more money, and then quit again. 

Charles Holt: I would like to reiterate Aaron Gordon^s commendatory 
reniarkv llall has pulled together, with analytical and empirical insight, a 
lot of information that has previously been given too little attention by 
macroeconomisis. 

HalKs work is reall> more general than is suggested by his characteriza- 
tion of it as relevant only to u situation at full employment. In Woytinsky's 
analysis of unemplovment data in the thirties, when the duration of un- 
employment was running up to five years, the same exponential shape of 
the distribution of duration of unemployment applied in those extreme 
situations. Far from being a rather specialized analysis. Halls way of 
looking at things is usiMul over a broad range of unemployment rates. 
Nor should it be thought of as describing the economy at an equilibrium 
level of unemploynKT.t. As Hall notes, the level of unemployment we think 
of as full employment is not very critical in view of the amount of inflation 
the nation is willing to accept. It is not critical because, for a fairly wide 
range of assumptions a^ nit the tolerable rates of inflation, there is a corre- 
sponding fairly narrow range of unemployment rates. And the burden of 
the anaKsis is to focus on tlie fact that unemployment rales are very dif- 
ferent for various demographic groups, whatever the aggregate unemploy- 
ment rate is. A 3.8 percent unemployment target is associated with a 25 
pereent unemployment rate for bh»ck teenagers. 

The basic analysis finds that the duration of an unemployment spell for 
an individual is not very long. Also, the data reveal that unemployment 
rates are drastically ditferent for different groups. Together, these findings 
imply that diifercnces in group unemployment rates should be explained 
by diirerences in their turnov er rates— movements in and out of unemploy- 
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mcnt. Work that Ralph Smith and I have been doing on the black-white 
unemployment rate shows that this is strikingly the case. The quit rate 
for blacks is roughly double that for whites; the layoff rate for blacks is 
double that of whites. Together ihe5»e account for most of the unemploy- 
ment differential. 

The two components of turnover, voluntary quits and involuntary lay- 
offs, respond in opposite directions to cyclical fluctuations. When unem- 
ployment falls, the quit rate rises, the layoff rate falls, and the turnover rate 
changes very little. When unemployment rises, the opposite happens. Thus 
thi. flow through the labor market over the cycle is roughly constant. The 
cyclical fluctuation in the level of unemployment therefore must be found 
in cyclical variations in the duration of unemployment. This in turn is 
attributable to changes in the stock of job vacancies. 

Hall found relatively stable patterns of unemployment among cities. 
Over time, the tendency was for the unemployment rates in different cities 
to change by roughly the same proportions. Cities that had low unem- 
ployment rates hud a decline of roughly the same proportion as cities that 
had high unemployment rates. If Hall had had industry or occupational 
data on unemployment, and had held these constant while comparing dties 
as he held constant the demographic composition of the work force, I think 
he would have been able to explain a large part of the differences among 
cities. Nevertheless, the persistent patterns he fmds are not surprising. 

This kind of persistent differential arises within demographic, occupa- 
tional, or other classifications of the labor force as well. These are equi- 
librium relationships, not short-term deviations from equilibrium relation- 
ships. Hall found that high-unemployment cities tended to be high-wage 
cities. There are two factors influencing workers searching for jobs— the 
average wage rate and the probability of finding a job. It is not surprising 
to find a whole locus of points that are equally attractive, in terms of 
inducing mobility. Cities with high wages and high unemployment are as 
good as cities with low wages and low unemployment. The relationship 
between unemployment and wage rates fits better for males than for females 
because the prime wage earner is usually the husband. Where the husband 
goes for a job dominates where the family lives. The secondary workers in 
the family, the wives, go into whatever labor market they live in and do the 
best they can. Finding that stable line between the level of wages and level 
of unemployment does not, however, suggest that there is anyihing wrong 
with the adjustment processes of mobility. It simply means that when a 
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city deviates from that line there arc eorrective processes that tend to bring 
it back to the line. The equilibrium is a line rather than a point. 

Hall is properly critical of those who would use tlie search theory con- 
cepts to niinimi/e the unemployment problem. The search theory now 
ought to be characterized as a seareh-turnovcr theory. If wc had neither a 
search problem nor a turnover problem, then indeed we would have no 
unemployment problem. 

Market segmentation has important implications for this turnover phe- 
nomenon. On one hand, there is an overall labor market that makes all 
unemployment rates rise and fall together, indicating the interaction of 
individual labor markets. On the other hand, very large differentials exist 
among the various demographic groups, indicating that there are very real 
barriers to the search or recruitment process, and differences in both the 
quality of the jobs and the rate of turnover persist. Studies by Robert E. 
Lipsey and G. C. Archibald, and some I have done, try to stress segmenta- 
tion of the labor market, but the theory is not fully developed. The model 
of a compartmentalized labor market is more fully developed than the 
segmented model. More research needs to be done on the latter. But the 
significance of segmenting and the implications of its impact on different 
groups in the economy have been recognized by search theorists, if not 
by all those who use this way to interpret unemployment developments. 

Hall refers to an irreducible minimum of frictional unemployment. 
There is no irreducible minimum. Aggregate demand can lower any level 
of unemployment if the amount of inflation that will occ'ir is ignored. The 
idea of a frictional process that puts a fixed and rigid irreducible minimum 
on unemployment is not the right model, though a limit on the inflation 
rate we will tolerate does create a minimum for policy purposes. 

Limitations to the normal upgrading process for various demographic 
groups are stressed heavily in this paper. Guthrie has done a study that 
relates the speed of the upgrading process for blacks to the level of unem- 
ployment. He predicts that if past rates of upgrading arc sustained and if 
the unemployment rate is muintained at 314 percent, it will take twenty-five 
years before blacks and whites have essentially equal incomes. If the un- 
employment rate is maintained at 4V2 percent, the time to equality^ is 
doubled.^ Pavis has done work that indicates that eliminating the unem- 

1. Harold W. Guthrie, 'The Prospect of Equality of Incomes b -tween White and 
Black Familieji under Varying Rates of Unemployment," Journal of Human Resources, 
Vol. 5 (Fall 1970), pp. 431-46. 
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ploynicnt rate ditTorcntial between blacks and whites would raise bluek 
incomes by approximately SP/2 billion. If, in addition, the average wage 
level of blacks is raised to that of whites, black income would rise by ap- 
proximately S14 billion.- So the upgrading process in labor markets is 
terribly important and it interacts with the unemployment-inflation prob- 
lem. A relatively high level of vacancies speeds upgrading and lowers un- 
employment, but increases inflation. 

One thing that is a bit surprising is Hall's minor reference to vacancies, 
a variable that is jointly determined and is the link to the inflationary pro- 
cess. In addition, the level of vacancies influences turnover rates and dura- 
tion of unemployment. Barely mentioning vacancies is somewhat like 
analyzing the quantity of money without considering the interest rate. 

In conclusion I would like to say again that Hall's paper is ^ very useful 
contribution to our understanding of the unemployment problem, an 
understanding that is essential for our balancing of inflation against 
unemployment. 



Robert Hall: In answer to Gordon^s remarks, I did not separate the men 
from the women in constructing a theoretical unemployment rate because 
that would imply a very basic assumption that the pattern of the way 
women are treated is somehow right. I am not convinced of that. There is 
no presumption that it ought to be women who take care of children. On 
another point, there is a sense in which permanent geographical diff^eren- 
tials are a different matter from permanent age and race diff'erentials. We 
know that blacks are treated worse in labor markets than whites. But there 
is no equivalent sense in which Chicago is very diff*erent from Los Angeles. 
Yet the diff^erence between Chicago and Los Angeles certainly shows up 
in the data, and that is why I chose tojook at the geographical dimension. 

Turning to some of Holt's remarks, I could make an adjustment for 
industry composition to see if it explains some of the city differences in 
unemployment. I am a little hesitant to do that in a mechanical way, such 
as by putting in industry dummies. If this washed out the city differences— 
and I am not convinced it would— I would want to go deeper into the 
source of the industry differentials. 

2. Rhona L. Pavis, ^Towards the Equalization of Income and Occupational Dis- 
tribution of Blacks and Whites and Males and Females;* Working Papers 113-27 
(Urban Institute, Nov. 28. 1969; processed). 
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On the question of whether there is an irreducible minimum to the un- 
employment rate, 1 believe Holt*s thinking is based on the assumption that 
the quit rate plus the layolT rate is constant. In a really tight labor market, 
the quit rate could rise so much that even though the layofT rate was 
virtually zero, unemployment might start going up again. But I am not 
asserting that there is an irreducible minimum; it is not something I go 
into here. 



General Discussion 

Franco Modigliani felt that there was an irreducible minimum rate of 
employment, because regardless nf how many vacancies there are, it takes 
some time for a person to find . -ob. William Fellner speculated that the 
frequency of unemployment might increase initially for disadvantaged 
groups who are becoming less disadvantaged, because the relations between 
the employees and employers are more experimental as they are tried in 
new kinds of jobs. This would have optimistic implications for the future 
as the transition period ended. William Poole pointed out that the lifetime 
wage profile Hall showed, which was quite flat for the disadvantaged, was 
a cross section at a moment of time. He thought that this might reflect 
progress being made by these disadvantaged groups rather than a lack of 
progression in earnings over an individuaPs lifetime. Older people are 
caught in low-wage, dead-end jobs as a result of the more severe discrimina- 
tion that existed when they started work, while younger workers are getting 
better jobs and will show progress during their lifetimes. For each type of 
skill, there coulc be a steady progression of wages through life, but at the 
present time, the distribution of people in occupations is very different for 
various age groups among the di sadvantaged. Thomas Juster pointed out 
that there is bias in the kind of follow-up survey Hall reports on. The survey 
inter . -ewed individuals who had been listed as out of the labor force. The 
bias comes because those who had been listed as unemployed were not 
resurveyed to discover how many should have been listed as out of the 
labor force. Juster also objected to using the same hypothetical unemploy- 
ment rate for females and males if the purpose is to judge whether women 
are discriminated against. Many wome.i are out of the labor force when 
their children are young. When they return to the labor force they are like 
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new entrants in terms of their ticatment by typical employers and should 
be given the hypothetical values assigned to new entrants. The distribution 
by age of those looking for first jobs and subsequent jobs is clearly affected 
by schooling status. If the hypothetical unemployment rate took account of 
educational status, better patterns by age, race, and sex, could be developed. 
Indiscrimination against'blacks and women still showed up, Juster would 
find the results that much more persuasive. 
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Prospects for Shifting the 
Phillips Curve through 
Manpower Policy 



The contemporary phillips curve measuring the tradeofT between in- 
flation and unemployment in the United States is so unfavorable that many 
economists and most policy makers have reached the conclusion that no 
combination of inflation and unemployment permitted by the curve is ac- 
ceptable. The recent policy of the United States has responded to this prob- 
lem mainly through the imposition of controls on prices and wages. Few 
economists regard these controls as a satisfactory solution in the long run 
to the problem of achieving low rates of unemployment at tolerable levels 
of inflation. There is substantial agreement in the profession that the funda- 
mental cause of the unfavorable Phillips curve is in the failure of labor mar- 
kets to operate properly. My purpose in this paper is to examine critically 
the prospects for a long-run attack on inflation and unemployment through 
treatment of the fundamental causes of the problem. Policies with this goal 
that operate directly in the labor market are known collectively as man- 
power policy. 

Economists are far from agreement about the precise reasons for the 
failure of labor markets to perform adequately. In my earlier pap«r, **Why 
Is the Unemployment Rate So High at Full Employment?**^ I reviewed 

♦ The research reported here was supported by the Manpower Administration of the 
U.S. Department of I abor and by the National Science Foundation. Neither agency is 
responsible for the opinions expressed here. I am grateful to Zvi Body and to Steven 
Shavell for assistance, as well as to members of the Brookings panel for comments. 

1. Brookings Papers on Economic Activity (3:1970), pp. 365M02. 
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altcmativc explanations of the unfavorable position of the Phillips eurve, 
looking al the problem as one of explaining the high level of unemployment 
that remains even when there is sutlieient aggregate demand to raise priees 
at the rate of? or 4 pereent per year. Any tliseussion abmu unemployment 
must earry a reminder of the way data on uncm.ployment are gathered. The 
oflieial statisiies reeord as unemployed those who are looking for work, not 
neecssarily those who are out of work. Consequently, it ean be a serious 
mistake to think of unemployment as the dilTerenee between supply and 
demand in a partieular labor market. 1 will return to this point. 

One of the oldest theories relating to the Phillips curve involves the 
notion of seetoral disequilibrium. Of the many regional and oecupational 
labor markets in the eeonomy, some will have cxeess supply al any point 
in time beeause of eontinual ehanges in the pattern of supply and demand 
in the markets. Wiukers are inhibited from moving from one market to 
another by the eost of moving and by laek of information about jobs in 
other sectors. !• ven so, the theory requires that equilibration take place as 
time passes: it explains the chronic existence of unemployment by hy- 
pothesizing continuing random shocks in labor markets. My examination 
of the empirical evidence showcil that there are important dilTerences in 
unemployment rates by geographic location, but that these difTcrences are 
salable o\er time, even during a period of large increases in aggregate de- 
mand and substantial ehanges in the composition of demand. In my earlier 
paper 1 went on to iiiscuss an alternative explanation of the geographical 
pattern of unemployment. In any event, no convincing empirical case can 
be made that transitory disequilibrium accounts for a very large fraction 
of the unemployment that is observed at full employment. 

A second explanation of the Phillips curve emphasizes the role of turn- 
over in the labor force in maintaining the pool of unemployed workers. It 
also emphasizes that the rational worker will devote a reasonable period of 
time to the process of searching for a new job. One might characterize this 
as a rigorous theoretical development of the traditional notion of frictional 
unemployment. Ciivcn the high levels of turnover in the eeonomy, the mod- 
ern search-turnover thec^ry seems to be supported by the data: High rates 
of uncmpK^yment are not caused by the permanent inability of a fraction 
of the labor force to find jobs. Rather, high rates arc associated with the 
existence of frequent spclU of unemployment. Again, I will return to this 
point. Tl:e maji^rglimitatiim of the search-turnover theory is its failure to 
provide an explanation of the high rates of turnover found in the U.S. 
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economy. In this sense it cannot claim to provide a complete account of 
the problems of labor markets, but it does clarify the nature of the prob- 
lenis» In particular, it makes cloar that the traditional theory of structural 
unemployment need> reformulation: \ problem i>f disadvantaged work- 
ers, relative to other members of the labor force, is that they are unable to 
find stable jobs, not that they arc unable to find work at alK 

Two bodies of thought seek to explain the observation that certain 
groups in the labor force have pathologically high rates of unemployment. 
The first emphasizes considerations on the supply side of the markets Ac- 
cording to this view, disadvantaged \»orkers have trouble finding and hold- 
ing jobs because they lack the background and skills for the jobs available. 
The second emphasizes characteristics of the demand for labor. It holds 
that the economy tends to offer too many bad jobs and too few good jobs 
with high wages and good working conditions, and to systematically ex- 
clude disadvantaged workers from good jobs. Neither of these views speci- 
fies the link between lack of skills or lack of good jobs, on the one hand, 
and, on the other, turnover, which 1 have already indicated is the main 
source of high unemployment. Why do disadvantaged workers lose or 
leave their jobs so soon after taking them, granted that they are relatively 
poor jobs? This remains a central unanswered question in the theory of 
unemployment. 

I distinguish three kinds of manpower policies relating to the diagnoses 
just discussed. The first attempts to make the labor market function more 
efTectively with the existing patterns of supply and demand. Programs of 
this kind involve placement activities and counseling of workers looking 
for jobs and of employers looking for workers. They may also involve 
schemes for increasing the mobility of workers. A comprehensive program 
of this sort has just been proposed by Charles Holt, Duncan MacRae, 
Stuart Schweitzer, and Ralph Smith at the Urban Institute. The first major 
section of my paper is devoted to a critical review of their program and the 
theory that underlies it. 

The second kind of manpower program attempts to change the pattern 
of the supply of labor. Federal policy of the past decade has generally taken 
this form, emphasizing the training and upgrading of disadvantaged work- 
ers. Discussion of this kind of policy occupies the second section of the 
paper. 

The third kind of policy tries to influence the composition of the demand 
for labor, especially by opening up good jobs for disadvantaged workers. 
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Federal manpower programs seem to have shiftejl in this direction, but I 
will argue that most of the shift is illusory, A close examination of the 
largest new program uncovers few differences from the traditional training 
programs that it was intended to replace. I go on to discuss small programs 
that seem to have been successful in putting disadvantaged workers in good 
jobs, but I am pessimistic about the prospects for a large-scale federal pro- 
gram of this kind. 

Throughout the paper, I attempt to maintain a consistent approach to 
the measurement uf the effect of manpower policies on the position of the 
Phillips curve. The problem is to distinguish between movements along 
the curve, which will be induced by any increase in the demand for labor, 
and true shifts of the curve. Only the latter permit lower rates of unemploy- 
ment at a given rate of inflation. I make an effort to presetit estimates of the 
impacts of alternative policies that are standardized for the inflationary ef- 
fects of the policies. I do this by choosing a reference level of unemploy- 
ment, 4.5 percent, and asking what new level of unemployment after the 
implementation of a particular policy causes the same level of inflation 
that would exist at the reference level of unemployment in the absence of 
the policy. 

The Manpower Poliey Recommended by Holt and His Colleagues 

Any discussion of the aggregate impact of manpower policy must neces- 
sarily pay close attention to the recent papers of Charles C. Holt and his 
colleagues at the Urban Institute, including the report that follows in this 
issue of Brookings Papers on Economic Actiuty? Among economists inter- 
ested in policies for shifting the Phillips curve, only Holt and his group at 
the Urban Institute have formulated a consistent theoretical view of the de- 
tailed operation of labor markets, applied that theory to make recommen- 
dations for manpower policy, and attempted to estimate the aggregate costs 
and eiTects of the policies. 

The theory underlying the work of Holt and his group can be summarized 
briefly as follows: There are many labor markets in the economy, distin- 

2. Charles C Holt, C. Duncan MacRac, Stuart O. Schwcit/cr. and Ralph E. Smith, 
The Uncmphyment'Inflaiion Dilemma: A Stanpower Solution (\ivbz.n Institute, 1971); 
"Manpower Programs To Reduce Inflation and Unemployment: Manpower Lyrics for 
Macro Music/* Institute Paper 350-28 (Urban Institute, 1971; processed); and "Man- 
power Proposals for Phase III," this volume, pp. 000-00. 
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guished by location, occupation, and characteristics of workers. In each 
market, workers continually flow into unemployment because of quits or 
layoffs or because of the entrance of new workers. Unemployed workers 
must spend time searching for jobs, gathering information about openings, 
wages, and working conditions, or waiting for jobs to become available. 
Even when the market is in stochastic equilibrium, in the sense that there 
is no unexpected upward or downward pressure on the wage level, the 
natural turnover in the labor force will cause a positive unemployment rate. 
When unemployment falls below this level and employers find it harder to 
fill vacancies, the wage rises. Conversely, when unemployment rises above 
the equilibrium level, wages fall. However, the process is asymmetric: The 
inflation caused by 1 percentage point of unemployment below the equilib- 
rium level is greater in degree than the deflation cau>ed by 1 percentage 
point of unemployn'^nt above the equilibrium level. In the aggregate, the 
rate of change of the wage level averaged over all markets depends not only 
on the average unemployment rate but also on the dispersion of rates among 
the markets. For the same average level of unemployment* more inflation 
develops if there is substantial variance in the unemployment rates of the 
various markets than if they all had the same rate. 

In "Manpower Programs/* Holt and his colleagues propose four kinds 
of policies: 

h Those that improve both the speed of matching workers and jobs and 
the quality of the matches. For a given flow of workers into unemployment, 
these policies will decrease the unemployment rate by shortening unem- 
ployment for each individual. Further, better matches should last longer 
and therefore reduce the flow into unemployment. 

2. Those that reduce turnover in groups where it is particularly high, 
especially teenagers. 

3. Those that increase the supply of workers in markets where labor 
shortages exist, either by shifting them from other markets or by bringing 
them into the labor force. This reduces the dispersion of unemployment 
and allows a lower average unemployment rate for any given rate of 
inflation. 

4. Those that break down institutional barriers between labor markets — 
union restrictions on entry, restrictive occupational licensing, and so forth. 
These barriers increase unemployment by increasing the dispersion of un- 
employment among occupations and reducing the efficiency of search. 

The principal theme of the recommendations Holt and his colleagues 
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make is that the existing manpower programs of the federal government 
arc basically on the right track, but that they should be expanded several* 
fold and devoted less exclusively to serving disadvantaged workers. Holt*s 
group emphasizes the principle that impro\cmcnts in the cHiciency of labor 
markets, especially those that relieve shortages, yield an indirect benefit for 
disadvantaged workers by permitting an overall tightening of labor markets 
through monetary :'nd fiscal pv^licy without inflation. Although this prin- 
ciple is recognized in discussions of the macroeconomic theory of inflation, 
it is often overlooked in evaluating the ctfects of manpower programs. 

IMPROVING THE SPEED AND QUALITY OF MATCHING 

The first part of the program proposed by Holt and his associates in- 
volves a very substantial increase in the most traditional and uncontrover- 
sial activity of the federal government in labor markets, the Employment 
Service. 

They propose a tripling in the number of counselors and interviewers in 
the Employment Service and their upgrading through a 25 percent salary 
increase. These proposals would raise the cost of the service from its present 
level of about 5600 million to S2.4 billion. The overall etfects of this in- 
crease, according to their estimates, would be a decrease of 5 percent in the 
average time an unemployed worker requires to find a job and another 5 
percent decre; in the flow of workers into unemployment through quits 
and layotTs. Centralization of information about job openings through 
computerized matching and the increase in the staflT of the Employment 
Service would speed up the process of finding jobs, and improved counsel- 
ing of workers and employers would reduce the frequency of quits and lay- 
otTs at a given level of aggregate demand. 

It is hard to quarrel with a figure as low as 5 percent of anything, but the 
two figures taken together imply a not insubstantial reduction of 0.5 point — 
to 4.0 percent in their example--in the overall unemployment rate. In the 
presei:: case 1 am seriously concerned that their estimates of the cflTccts of 
their programs on the unemployment rate err on the optimistic side. Even 
within the general view of the operation of labor markets held by the au- 
thors (1 will discuss my objection to this view presently), there is no theo- 
retical presumption that the policies recommended will reduce rather than 
increase the unemployment rate. Their goals of speeding up placements and 
reducing- quits and layofl's are in direct conflict with one another: The easier 
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it is to find a new job the more likely is a worker to quit, and the casier>it is 
to nil a position subsequently the more likely is an employer to lay a worker 
off. The authors admit this candidly, but nonetheless ihey project a decrease 
in quits and l.iyolTs as a rcMilt of their policy. 

Students of the labor market agree that if workers could be better matched 
to jobs, the unemplo>TOenr r.te would be lower. At unemployment rates 
under 5 percent, a good portion of those unemployed are apparently mov- 
ing from one job they don't like to another, or are looking for the least 
unsatisfactory job available after having been out of the labor force.=» The 
question at hand is whether very much can be done to improve the quality of 
matching jobs and workers through expansion and reorganization of the 
Employment Service. Since improved matching not only is supposed to 
bring about a 5 percent reduction in turnover but also niust counteract the 
tendency of faster placement to stimulate turnover. Holt's program puts a 
great deal of faith in the ability of counselors and computers to Improve 
and speed the alkvation of workers to jobs. Quite apart from the obstacles 
to reorganizing and rcJir^viiny as firmly entrenched a bureaucracy as the 
Employment Service.' there are serious doubts about the usefulness of a 
substantial expansion of centralized placement services. The benefits of 
better matching are chiefly private and accrue to the individual worker in 
the form of high wages, a more satisfying job. and less unemployment, and 
to the employer in the form of reduced costs of turnover. ' If large as yet un- 
realized returns could be made by listing jobs and counseling workers, 
profits would be available to private entrepreneurs in the placement busi- 
ness. The fact that the existing placement industry is so small and serves 

3. See Hall. "Why Fs the Unemployment Rate So High?" pp. .IRS-Ofi. 

4. A complete and pessimistic account is available in Stanley M. RiittenlxTj? and 
Jocelyn Gutehess. //,. F< ucn,t-Stan' Lniploynh iti Si-nicc (Johns Hopkins Press. 1970). 

5. This is not to say that no externalities operate in the labor market. By quitting! 
the worker tan impose- a cost on his employer bejond uhat he bears himself and simi- 
larly the eniphner can impose a cost on the emplovee by firing him. But these externali- 
ties are local and can Iv internali/ed by a suitable arrani-ement between emplovcr and 
emplovee. This is one of 'he m..in tliemes of IVter H. Oocringer and Michael J. Piore. 
I.uvrnal Labor Murkvts and SUwpowvr Analysis (Heath. 1971). In addition, there may 
be global externalities: Better placement might have a general social payoff in the form 
of reduced expenditures for police protection and the like. Only the latter is a con. 
vincing argument for public subsidy, r-inally, the placement industry as conceived by 
Holt is a natural monopoly because it operates at increasing returns to scale, so any 
large placement effort should be at least regulated by the government. This docs not 
affect the argument that the existence of private placement activities sharply limits the 
extent of possible unrealized benefits in placement programs. 
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only a few specialiEcd markets suggests to an economist that in most mar- 
kets little is to be gained from formal placement agencies. What is known 
about the behavior of individual workers confirms this suspicion: By and 
large, workers find jobs by consulting their friends and inquiring at fac- 
tories and businesses, and have relatively little use for the Employment 
Service.^ Holt and his associates interpret this as evidence that the Employ- 
ment Service should be reformed, while I am suggesting that perhaps the 
whole idea of a central placement service is not a very useful one except in 
certain kinds of markets. 

Why might this be so? In the first place, labor markets are often rather 
ditTerent from the model that the proponents of an expanded Employment 
Service have in mind. Only a fraction of the new jobs that become available 
in a given month are thrown open to the public in the way suggested by the 
advocates of increased placement efforts. Most employers fill jobs without 
recourse to the open market for one of three reasons: (1) they do not want 
to, (2) they are not allowed to, or (3) they do not need to. 

Employers choose not to recruit from the open market because they al- 
ready have much better information about a group of workers— their own 
employees—who, furthermore, have accumulated training and experience 
specific to the firm^s activities. The internal labor market, where jobs are 
filled solely by promotion, is a pervasive characteristic of a good fraction of 
the economy, and represents a rational and efticient response to the tech- 
nology of production.'' Firms are prevented from recruiting in the open 
market by a wide variety of institutional and governmental restrictions. 
Perhaps the most important of these are union limitations on entry and 
government licensing. Finally, firms find it unnecessary to recruit in the 
open market when the jobs they offer pay more than is necessary to attract 
enough workers without active recruitment. If the personnel oOice already 
possesses a long waiting list, as is true in many industries except in periods 
of extremely tight labor markets, it is literally not worth the trouble of in- 
forming the Employment Service when a job opens up. A firm pays more 
than it must only under duress; without constraints on its wage policy, it 
would reduce wages until the waiting list shrank close to zero and would 

6. See Harold L. Shcppard and A. Harvey Bclil.>ky, The Job Hunt (Johns Hopkins 
Press, 1966), and Peter Doeringer (ed.), "Low Income Ubor Markets and Urban Man- 
power Programs: A Critical Assessment," Joint Haivard*MlT report submitted to the 
Manoower Administration (reproduced by National Technical Information Service, 

^^TVhis view and its implications are fully developed in Doeringer and Piore, Internal 
Labor Markets. 
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take advantage of the then useful (and free) Employment Service. Labor 
unions and other powerful institutions have as one of their main purposes 
forcing firms and other employers to pay more than is necessary to attract 
labor. There is little the Employment Service can do to help these employers 
Of to place unemployed workers in jobs with them. 

Together, the three reasons for the failure to recruit from the open mar- 
ket cut off a large portion of the jobs in the economy from assistance by the 
Employment Service. Starting from data on internal and external labor 
markets presented by Doeringer and Piore, 1 have attempted to estimate in 
a very rough way the portion of total employment in markets to which the 
Employment Service might make a contribution. The classification appears 
in Table 1 . Almost two-thirds of all employment is in markets where the 
Employment Service has little potential. Of these markets, those for mili- 
tary services, workers in craft unions, proprietors and self-employed family 
workers, and professionals p'-esumably are noncontroversial. Public enter- 
prises are mcluded because of the strength of worker associations, especially 
among postal workers, industrial unions for the reason indicated above, 
and large enterprises because of the strength of internal labor markets. The 



Table 1. Emplojment Markets, by Usefulness of U.S. Employment 
Service, 1965 


Ukelihood o) usefulness of Employment Service 
and type of market 


Percent of 
total employment 


Fmployment Service likely to be useful 


34.7 


Institutions (hospitals, universities, museums, etc.) 


2.9 


Small enterprises 


27.0 


Farm laborers 


1.5 


Domestic workers 


2-4 


Odd job, service, and repair work 


0.9 


Employment Service ufilikely to be useful 


65.1 


Military services 


3.2 


Public enterprises 


11.8 


Union workers in large enterprises 


11.8 


Nonunion workers under industrial agreements 


1.3 


Workers outside the bargaining unit in large enterprises 


7.0 


large nonunion enterprises 


7.0 


Workers in craft unions 


9.4 


Proprietors and self-employed family workers 


12.0 


Self-employed professionals 


1.6 



Source*. Pcicr B. Doeringer and Michael J. Piorc, Internal tMbor Markets and Manpower Analysis (Heath. 
1971), Table I, p. 42. Classification on the oa%\% of the usefulness of the Employment Service was made by 
the author. The figures do not add to 100.0 because of rounding. 
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last is subject to qualification since not every employee of a large enterprise 
is on a promotion ladder, and some large enterprises fill entry-level jobs by 
active recruitment in the open market. However, large companies are often 
suflicicntly well known that job hunters check directly with them, so that 
listing with the Employment Service would improve dissemination of in- 
formation about their openings only very slightly. 

It is small enterprises and their prospective employees that are the natural 
clients of the Employment Service. Since the service is already of consider* 
able help to this market, a dramatic increase in its scale of operation would 
tend more to intensify its assistance in placing workers with small busi- 
nesses and individuals than to extend its coverage of markets. Another 
trait of the Employment Service is apparent from Table 1. It cannot gen- 
erally place workers in the good jobs in the economy. Pleasant working 
conditions, high wages, and chances for promotion are much more com- 
mon in the second category than in the first. Even with a large expansion of 
the Employment Service, better matching jf workers and jobs clearly means 
finding for each worker the least unsatisfactory of the poor jobs listed by 
the service. If, in reaction, the small faith workers have in the ability of the 
service to find them jobs fails to grow, the prospect for reducing unemploy- 
ment by expanding the service is i-ather poorer than Holt and his colleagues 
have suggested. 

Since Holt, MacRae, Schweitzer, and Smith have attempted to estimate 
the efiect of their policies, I will do the same, but with their misgivings re- 
doubled. For their proposed expansion of the Employment Service, my 
guess is that faster placement of unemployed workers in jobs in small 
enterprises would reduce the aggregate unemployment rate by 0.1 point. 
Further, I suspect that faster placement would stimulate turnover by about 
the simie amount that improved matching would reduce it, so that the total 
effect of the program on unemployment would be 0.1 point. 

PLACING TEENAGERS 

The second part of the program of Holt's group is a direct attack on un- 
employment in the demographic group with much the highest unemploy- 
ment rate, teenagers. The diagnosis underlying the program is, I think, the 
correct one: The problem of high unemployment among teenagers (at full 
employment) is not that they have trouble finding job^ but that they have 
trouble keeping them. The duration of their unemployment is low, but its 
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frequency is high. Holt believes that a major cause of this problem is that 
teenagers receive little preparation in school for work, and almost no infor- 
mation about the sorts of jobs available when they leave school. As a re- 
sult» they move rapidly from one job to another, finding out in u rather ex- 
pensive way what kind of work they like* 

Holt and his colleagues propose tliat the educational system be modified 
to permit students in the ninth through twelfth grades to participate in fed- 
erally supported work-study programs. They propose a federal expenditure 
of 51,000 per student to provide after-school and summer employment for a 
million high school students, and a large increase in vocational counseling 
for teenagers. They estimate that these policies would reduce unemploy- 
ment among teenage students while they are attending school from 600,000 
to 100,000, and would reduce turnover among teenagers who are not in 
school by about 17 percent. These figures represent reductions of 500,000 
and 100,000 in the number of unemployed teenagers, and together would 
decrease the aggregate unemployment rate by 0.7 point. 

The first of these estimates, however, appears to be inconsistent with one 
of the important conclusions of Holt*s theory. Unemployment of teenagers 
is not simply the difl'erence between the supply of labor they ofTer and the 
demand for it. If the program generated a net increase of 750,000 or even a 
million jobs for teenagers, unemployment would not shrink to zero. There 
are over 1 1 million youths aged 16, 17, and 18 at the moment. If a million of 
them were in a work-study program, there would surely be a level of turn- 
over among the remaining 10 million not too diff'erent from what it is now. 
For example, teenagers intending to go to college would probably not be 
interested in the work-study program, yet they might very well look for a 
job after school and thus appear in the statistics as unemployed. At the very 
outside, unemployment of teenagers in school might be reduced by 100,000 
by the work-study program. There are 15 million teenagers in grades 9-12, 
of whom 600,000, on the average, are looking for work when the overall 
unemployment rate is 4.5 percent. If the work-study program took teen- 
agers at random, and if the rate of turnover and average duration of 
unemployment of those not enrolled remained the same, then unemploy- 
ment would fall by 6.7 percent (1 million out of 15 million) of 600,000, or 
40,000. If the program were successful in recruiting unemployment-prone 
teenagers, or if it tightened the market for teenagers and thus reduced the 
duration of unemployment, its effect might be somewhat larger. In the long 
run, relatively little tightening is likely to occur because as jobs become 



ERIC 



670 Brookings Papers on Economic Activiiy, 3: 1971 

easier to find, on the one hand, additional teenagers are likely to enter the 
labor force, and as teenage workers become harder to find, on the other 
hand, employers will begin recruiting in other markets. 

The estimate of the reduction in unemployment of teenagers out of school 
suffers from many of the defects that compromise the estimate for the gen- 
eral expansion of the Employment Service. What is the prospect for such a 
large reduction in unemployment of teenagers through vocational counsel- 
ing when the counselor can only identify the least unsatisfactory of a set of 
unattractive jobs? The element that seems to be missing is any discussion of 
the need to open up good jobs, especially for disadvantaged teenagers. In 
any case, the Urban Institute estimate of the impact of this program suffers 
from the technical defect that it is not standardized for its inflationary ef- 
fect. Part of the reduction in unemployment they ascribe to the program is 
simply movement along the Phillips curve, not a shift in it. A more reason- 
able estimate of the effect of the proposed policies for teenagers on the 
overall unemployment rate might be 0.2 point after allowance for its infla- 
tionary effect. In spite of this, I think the proposal to emphasize work-study 
programs has much merit as an alternative to the existing system of class- 
room and vocational instruction in high schools. 

REDISTRIBUTING THE LABOR FORCE 

The third component of the proposal of Holt, MacRae, Schweitzer, and 
Smith is a set of programs for reducing the dispersion of unemployment 
rates among the many labor markets in the economy. They focus separately 
on two dimensions distinguishing the markets, occupation and geograph- 
ical location. Three basic policies are suggested for reducing the occupa- 
tional dispersion of unemployment: retrainingcurrent members of the labor 
force to qualify for jobs in markets where unemployment is lower than the 
average, restructuring jobs, and inducing the entry of women wiin children 
into labor markets where shortages exist. The first involves the creation of 
1.1 million new training slots— half allotted to women— to teach workers to 
fill jobs in markets with shortages (70,000 such slots exist in the present 
training establishment). On the employers' side, they propose the addition 
of 4,000 industrial engineers and psychologists to the staff of the Employ- 
ment Service to advise on methods for substituting workers in plentiful 
supply for those in short supply. Finally, they propose an annual subsidy of 
$1,300 per child for child care which, they project, will stimulate the entry 
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into the labor force of 1.37 million women with 2.75 million children. 
Child care would be available only to women qualified to be trained for 
jobs in tight markets; thii> qualification would be implemented by locating 
the child care center at the place of employment or by linking the subsidy to 
a woman's ivcupaiion. 

Holt and hi> c oilca^ucN do not give a direct estimate of the effect on un- 
employir.cni ofihcir pr^^^r.iin for alleviating shortages by occupation. In- 
stead, they r.:.;kj the r j:::.irk.;b!e. and to me untenable, assumption that 
the;.- prv''-::.:::.^ a .Ij ! :..:.> c!i:::inatc dispersion in unemployment rates. 
To trar.s!.;!- : • .:r,.:-plvA:^-cnt tcrm>, they fit a simple Phillips curve 
in v.h:^:*. c : ' ..rcr p!i\vn^.ent as wcH as its average level ap- 

pear^. ..r..: . .. . : j r .wr.i by v^hich the average level of unemploy- 
vr.^'M ..v.! . -x . ... :. t'r.at inflation were constant, if dispersion 

v^jrj : . : calculation are impressive: Elimination 

of di^pcr^:. .rat .^p. jould r-:duce the average level of unemploy- 
ment bv 1 1 r- a*^« a quarter of the 4,5 percent reference level for 
their caLulat:^:^N I find ilii:> procedure defective in two respects. First, the 
analv!5is requires t.hc wTucul a:>bumption that the intercept of the aggregate 
Phillips curve unaiTccteJ by the redistribution of the labor force that they 
propose. That intercept is a weighted average of the intercepts of the 
Phillips curves for the v arious occupational markets, where the weights are 
the shares of total employment in each occupation. The weighted average 
will remain unchanged after the redistribution of the labor force if the dis- 
tribution of employment remains unchanged or if all of the individual inter- 
cepts are the same. The former contradicts the search-turnover theory, 
wiiich predicts that the effect of moving a group of workers who happen to 
be unemployed at a moment in time is no different, after a few months, 
from the effect of moving workers who happened to be employed then. The 
theory predicts that the effect of removing workers from a market is to re- 
duce both unemployment and employment in the market. The latter justifi- 
cation for an unchanged intercept is clearly not supported by the data. 
Some occupations involve inherently higher unemployment than others, so 
iheir intercepts are higher. I conclude that the assumption of an unchanged 
intercept of the aggregate Phillips curve is untenable, and that the large 
estimate of the effect of redistributing the labor force among occupations is 
open to serious question on this account. 

Second, e^ en if the calculation of the effects of the program were tech- 
nically correct in terms of the theory advocated by the Urban Institute 
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group, the program itself does not make good sense. It proposes to shift the 
aggregate Phillips curve to the left by causing the rates of wage inflation to 
vary substantially over occupational groups. Occupations where the Phillips 
curves have large intercepts would have high rates of inflation, while those 
with small intercepts would be required to have low rates of inflation, or 
perhaps even falling wages. For example, their recommendation taken 
literally implies that the rate of increase of the wages of construction 
workers should be higher than it is now (though it is high already) and that 
the rate of wage increase for professional and technical workers should be 
lower than it is now (though it is low already). In order to maintain the 
more favorable aggregate Phillips curve achieved this way it would be 
necessary to maintain the difi'erentials in the rates of wage increase perma- 
nently, thus creating growing disparities in the levels of wages. This strikes 
me as neither practical nor desirable. 

I think that the emphasis of the Urban Institute group on elimination of 
occupational difTercntials in unemployment is quite mistaken, and that they 
should return to the more limited and traditional goal of identifying and 
eliminating specific bottlenecks in the labor market. I estimate that a real- 
istic program of this kind could reduce the overall unemployment rate by 
about 0.1 point after standardization for inflation. 

Holt and his colleagues also propose a program for reducing the geo- 
graphic dispersion in unemployment by subsidizing the movement of 
workers from slack to tight markets. Their analysis is essentially parallel to 
that for occupational dispersion, and sufl^ers from the same overstatement 
of the potential efl'ects of the policy. In addition, there is a certain amount 
of double-counting in their evaluation of the two programs: To the extent 
that the dispersion of unemployment among states is caused by the dis- 
persion of employment by occupation among the states, the first program 
would reduce the dispersion among states as well, leaving less for the second 
program. I am inclined to reduce their estimate of the efl'ect of the program 
from 0.3 point to zero, 

LOWERING INSTITUTIONAL BARRIERS 

The last set of programs suggested by Holt, MacRae, Schweitzer, and 
Smith deals with what strikes me as the heart of the problem — institutional 
barriers in the labor market. A certain ambiguity surrounds their discussion 
of this topic because it does not fit easily into their theoretical framework. 
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Within that framework, barriers to mobility between markets have an ad- 
verse effect on the Phillips curve by increasing the dispersion of unemploy^ 
ment and decreasing the elUciency of search— that is, union restrictions on 
entry are bad because a transitory tightening of the market cannot be al- 
leviated by the free mo\ement of workers from other markets. Holt and his 
colleagues do not hold to this excessively narrow view of the elTects of these 
institutions. They recognize that the institutions operate to create a chronic 
excess supply in their markets, etVectively cutting otT entry to a good por- 
tion of the total number of jobs in the economy. They do not make any 
concrete suggestions for breaking down institutional barriers, nor add any- 
thing to their list of estimated reductions in unemployment on this account. 

Table 2 presents a revised version of the efl'ects Holt and his group expect 
their polities to have in an economy with the same level of inflation that 
would correspond with 4.5 percent unemployment in 1972. 

I conclude that relatively little improvement in unemployment can be 
expected from the very large expansion of traditional manpower programs 
advocated by Holt and his coUcagues. 



Table 2« Alternative Estimates of Potential Reduction in Unemployment 
through Selected Manpower Program Proposals 





Esiiniares by Holt and 








associates 


Present estimates 






Redtiction in 




Reduction in 






unemployment 




unemployment 






rate at 4 J 




rate at 4.5 






percent base 




percent base 




Rt'iluctiofi in 


(percentai^e 


Reduction in 


(pereenta^fe 


Pro^nim wh mphymenf 


points) 


unemployment 


points ) 


expansion of 










Hmployment Service 


107o 


0.5 




0.1 


Vocational counseling 










and teenage work- 










study 


15 


0.7 


4 


0.2 


Occupational mobility 


25 


1.1 


2 


0.1 



TotaKall programs 



7 

47* 



0 
8* 



0.0 
0.4 



Sources: Estimates by Holt and associates, this volume, their Table 1, p. 717; Hall estimates — see 
text for underlying factors. 

a. Computed by multiplying components; for example, 0.47 ^ I ~ (! - O.lOj X(! — O.I5j X(I - 
0.25J X{1 -0.07;, 
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Reducing Unemployment among Disadvantaged Worlcers 

The Area Rede\elopment Act of 1961 (ARA) marked the start of modern 
federal policies for dealing selectively with groups in the labor force that 
suffer from rates of unemployment higher than the average rate. It provided 
for training programs for unemployed workers in regions with high unem- 
ployment. Soon after the ARA was enacted, the Manpower Development 
and Training Act of 1962 (MDTA) provided two distinct training pro- 
grams, which are still in operation today: institutional training and on-the- 
job training (OJT). The latter is now part of the program called Job Op- 
portunities in the Business Sector (JOBS). Modern training programs 
have come to focus more on disadvantaged workers— blacks, teenagers, 
and the poorly educated— than on regional unemployment. Less traditional 
approaches to helping disadvantaged workers were embodied in two well- 
known programs associated with the war on poverty: the Neighborhood 
Youth Corps (NYC) .and the Job Corps. Both of these programs provide 
employment for trainees during their periods of enrollment and give assis- 
tance in locating jobs after completion of training.^ A variety of programs 
has been instituted more recently with similar objectives; these include the 
Concentrated Employment Program (CEP), offering a broad range of ser- 
vices to disadvantaged workers; JOBS, offering training and jobs in private 
industry (discussed in a later section); and the Work Incentive Program 
(WIN), offering training to adults who receive public assistance. 

The magnitudes of these programs are indicated in Table 3, using two 
different measures: the number of individuals enrolled at the end of the 
month, averaged over January, April, July, and December 1970, and the 
number of individuals who enrolled for the first time between July 1969 and 
June 1970. In most of the programs, the average enrollment is well below 
the annual flow of new enrollments, indicating a salient feature of these 
programs: On the average, they retain their trainees for only a few months. 
It is possible to make a rough calculation of the average duration of a 
trainee's stay simply by dividing the average enrollment by the flow of new 
enrolhnents and multiplying by 12 to convert to months. This measure is 
accurate for programs that are neither growing nor shrinking, and over- 
states the average duration for programs that are growing. The results of 

8. For a complete history and evaluation of these programs and the MDTA. see 
Sur A. Lcvitan and Garth L. Mangum, FeJerai Training and Work Programs in the 
Sixties (Ann Arbor: Institute of Labor and Industrial Relations. 1969). 
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Table 3. Number and Average Durction of Enrollments for Manpower 
Training Programs Administered by the Department of Labor, 1970 
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In school and summer 


179 


436 


4.9 


Out of school 


32 


46 


8.3 


Oivraiion Mainstream 


14 


13 


12.9 


Public Service Careers 


6 


4 


18.0 


Concentrated r:mplo>nicnt IVogram 


47 


no 


5.1 


Job Opportunities in the Business Sector^ 


40 


87 


5.5 


Work Incentive Program 


89 


93 


11.5 


Job Corps 


20 


43 


S.6 


All programs 


522 


1,051 


6.0 



Source: Stanp mrr R,'p.,rt of the PrrsU^nt, April /g7/. \Mv 2. p. 3«. and Kihlc F-I. p. 209. Average 
duraium is ratio oriirM tt) second column multiplied by 12, I-iuurcs axc rounded and nuy not add to totals. 

a. Avenge of the numberi ;:nrolW in Jaiiuuiy, April. July, and Dc*;embcr iy70. 

b. Fed V- rally ttnan*;ed. 



this calculation are show - in ♦he third column of Table 3. Except for three 
fast-growing programs (Operation Mainstream, Public Service Careers, and 
WIN) and the out«of-school program of the NYC, the estimated durations 
all lie between four and six months. Any discussion of the long-run effects 
of these programs must take account of this fact. 

Partly because of their short duration, training programs for disadvan- 
taged workers seem almost insignificant when compared with conventional 
education. On the assumption that the programs that offer training on the 
job (MDTA-OJT. NYC, JOBS) give six months of instruction per year 
while the others give twelve months per year, the training programs listed 
in Tabic 3 give instruction totaling 4.5 million student-months per year. By 
comparison, high schools give the 15 million students in grades 9-12 about 
135 million student-months per year of instruction. Further, the system of 
vocational education operated by the Department of Health, Education, 
and Welfare gives about 8 million student-months per year of training to 
secondary students (this is included in the 135 million figure for high 
schools) and about 16 million student-months per year of instruction out- 
side high schools. In terms of months of instruction, the elaborate system of 
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programs for training disadvantaged workers is equivalent to increasing the 
length of stay of each student in high school by about one month. 

A detailed evaluation of the impact of existing programs for training dis- 
advantaged workers or of the prospects for reducing unemployment by 
expanding the programs requires some exploration of the theoretical basis 
for these programs as weapons against unemployment. The notion of struc- 
tural unemployment had an important role in the justification of the early 
programs of the ARA and MDTA. The structural theory held that a condi- 
tion of disequilibrium existed in certain markets, notably those for poorly 
trained, unskilled workers, where unemployment persisted because rigid- 
ities in wages inhibited the normal process of equilibration. Since the pre- 
v.Mling wage could not be brought low enough to induce employers to hire 
an unproductive poorly trained worker, it was thought necessary to raise 
the productivity of these workers to match the wage in order to put them to 
work. 

The development of extremely tight labor markets in the late 1960s re- 
vealed that the structural diagnosis was too simple. The view that unem- 
ployment is the difference between the supply of labor and the demand for it 
cannot explain the behavior of labor markets when demand is strong, as I 
tried to demonstrate in my earlier article in Brookings Papers. Relatively 
high rates of unemployment were observed among disadvantaged workers 
in spite of the existence of vacancies in unskilled, low-paying jobs. Unem- 
ployment in these markets is a matter of high turnover, not of a chronic 
shortage of jobs. The remedy of the structuralists still seemed relevant, 
bawever, since an unskilled worker who was frequently unemployed be- 
cause he could not be induced to stay on a low-paying job, might stay per- 
manently on a higher-paying job for which a training program might 
qualify him. Thus as labor markets tightened during the 1960s the rationale 
of training programs changed from one of qualifying workers for any job at 
all to one of qualifying them for good jobs. 



ATTEMPTS AT EVALUATION 

A number of economists have attacked the problem of measuring the 
effects of training programs.'' The results have been almost uniformly fa- 

9. Einar Hardin presents a careful review of nine studies in "Benefit-Cost Analyses 
of Occupational Training Programs: A Comparison of Recent Studies." in G. G. 
Somers and W. D. Wood (eds.). Cost- Benefit Analysis of }f'^npower Policies. Proceedings 
of a North American Conference (Kingston. Ontario: Queen's University. Indusmal 
Relations Centre, 1969). pp. 97-118. 
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vorable to the programs, in the sense that the estimated benefits— mainly 
increased income to the trainee— exceed, often by several times, the esti- 
mated costs— forgone earnings of the trainee and operating costs of the 
program. An important study by Earl Main'** attempts to estimate the ef- 
fects of institutional training under the MDTA. Of the many investigators 
who have made estimates of this type, Main pays the closest attention to 
the methodological problems that arise, of which the problem of choosing a 
control group is the most serious. Main began with a random sample of 
K197 former trainees from forty-nine sample areas. In order to assess the 
effect of the program, he compared the employment and earnings of this 
group after training with those of a control group of similar individuals who 
did not receive training. Interviewers selected members of the control group 
from among friends of the trainees who were unemployed at the time that 
the training program began. This method yielded 585 controls: an addi- 
tional 340 were selected by canvassing the neighborhoods where the trainees 
lived. The control group was reasonably well matched with the group of 
trainees in respect to race, sex, and age, but there was a substantial differ- 
ence in educational attainment: 49 percent of the trainees were graduates of 
high school, against only 32 percent of the controls. In order to adjust for 
this and other differences in the compositions of the two groups, Main used 
a regression model with dummy variables for the following characteristics: 
sex» education, age, race, previous unemployment, whether or not the indi- 
vidual was the main earner in the family, region, marital status, and num- 
ber of unmarried children under 18. He also included income per capita of 
the state where the individual lived. In addition, of course, he used a dummy 
variable indicating whether or not the individual was a trainee. He studied 
three left-hand variables: weekly wages for individuals at work, weekly 
family income for all individuals whether working or not (apparently indi- 
vidual income was not recorded), and the percentage of the time employed 
since the end of the training period. He found, first, no effect of training on 
weekly wages; second, an increase of $10.08 per week in income for fam- 
ilies that have trainees; and third, a difference of U to 22 percentage points 
in the employment rate for trainees. 

These results are only slightly less optimistic than those of the cost- 
benefit studies mentioned earlier. But Main himself cautions against too 
optimistic an interpretation of them: 

10. **A Nationwide Evaluation of M.D.T.A. Institutional Job Training/* Journal 
of Human Resources, Vol. 3 (Spring 1968), pp, ]5»-70. 
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The major unresolved question is how much of the estimated net effect of 
training on employment is really due to some other variable not included in the 
analysis. ... It is prohahle that motivation, intelligence, or other factors have 
some contribution to make. Those who want jobs the most and who have the 
best minds might be most likely both to find employment and to use every avail- 
able means to obtain employment, including MDTA job tniining courses. There* 
fore, the true effect of training on employment may well be smaller than the 
estimate given in this report. 

Some evidence reported by Main indicates that this warning must be 
taken very seriously. First, a problem arises in the manner of selecting 
the sample of trainees: Only 79 percent of those selected for study could bj 
located when the interviews were made more than a year after training was 
completed. The remaining 21 percent almost certainly had a less favorable 
employment experience on the average, since an unemployed person is more 
likely to move without leaving a forwarding address. No similar attrition 
took place in the control group, since it was selected at the time of the inter- 
views. The average employment rate of the trainees was apparently about 
65 percent.^- If the employment rate for the trainees that could not be lo- 
cated were, say, 30 percent, then the average employment rate for all 
trainees would be 58 percent. The difference of 7 percentage points is a sub- 
stantial fraction of the estimated efTa^t of training on the employment rate 
of 1 1 to 22 points. 

Second, the difference in the average educational attainment of the two 
groups is disturbing. The effect of education itself is removed through the 
use of regression, but the magnitude of the difTerence suggests the presence 
of other differences between the two groups of precisely the sort that Main 
indicates. If differences in motivation, intelligence, and the like are not 
strongly correlated with the observed characteristics, Main*s conclusion 
needs serious qualification. 

The obstacles to scientific evaluation of training programs are funda- 
mental and serious. Even a well-conceived and executed study such as 
Main*s does not make a convincing case that training programs aflfect un- 
employment at all. Still, in the absence of knowledge of the effect of the 
programs on individuals, it is worth investigating the magnitude of the im- 
provement in the aggregate Phillips curve that might result from a program 

11. Ihid.p. 169. 

12. By employment rate, I mean the fraction of the trainees who are employed. Not 
all trainees were in the labor force. 
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that had a known effect in deercasing the unemployment of individual 
trainees. The problem of translating individual into aggregate effects has 
been a bothersome one in the literature on the evaluation of manpower 
policies. Einar Hardin's review, cited earlier, contains a mystifying discus- 
sion of "vacuum/' ^Misplacement/' and other effects that is an attempt to 
deal with the secondary impact on the economy of programs for upgrading 
workers. The newly trained worker may displace anoihcr worker, or if he 
was previously employed, another untrained worker may take his place 
when he moves up. For my purposes, the appropriate way to study this 
problem is in terms of the shift in the Phillips curve induced by a training 
program. In particular, I seek to calculate the reduction in the avera ?e un- 
employment ra*c made possible by training, with the inflationary pressure 
in the labor market held constant. 



AN ILLLSTRATIVE MODEL 

I think it is useful in approaching this problem to work out the implica- 
tions of a simple model of the labor market that has only two markets, one 
for ordinary workers and the other for disadvantaged workers. Following 
Holt, I will assume that the rate of change of wages in each market, vi^i and 
vi*2, responds only to the corresponding unemployment rates, u\ and 1/2, in a 
way described by a pair of simple Phillips curves: 

(1) Vi 1 = ^ - flj 

Wl 

and 

(2) vi*2 = ^ - Q2. 

If both rates of wage increase are constant at a reference level, A% which I 
will hold fixed for the rol of the analysis, then 

and 

For example, if ax = 8, a2 = 2, 61 = 62 = 42, and k ^ A percent per year 
inflation, then u\ = 3.5 percent unemployment among ordinary workers. 
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and W2 - 7 percent unemployment among disadvantaged workers. If dis- 
advantaged workers are, say, 29 percent of the labor force, then the average 
unemployment rate is 4.5 percent. Now suppose that some of the disadvan- 
taged workers are upgraded and enter the market for ordinary workers; 
then the unemployment rate will fall and the rate of inflation rise in the 
market for disadvantaged workers, and just the opposite will occur in the 
market for ordinary workers. As the ratio of ui> to u'l increases as a resuh, 
the demand for ordinary workers will increase relative to that for disadvan- 
taged workers. Eventually the two-to-one rc-ationship between 1/2 and Ui 
will be restored. If u^ggregate economic policy is adjusted throughout this 
period to maintain the same average rate of inflation, then the rate of infla- 
tion in both markets will be the reference level, k, at the conclusion. Equa- 
tions (3) and (4) indicate that the two unemployment rates, U\ and Wo, will 
have their old values at the end of the adjustment as well. What has 
changed in the economy? First, the average unemployment rate, u 
(1 - d)ui + duz, has fallen since d, the fraction of the labor force that is 
disadvantaged, has fallen. Second, the real output of the economy has 
increased. Third, the wage level of the remaining disadvantaged workers 
has increased.'"^ 

The preceding argument has suggested that the experience of individual 
workers can be used to estimate the aggregate effect of training programs 
on the unemployment rate (holding the rate of inflation constant) without 
any adjustment for the response of the economy to the training programs. 
Partial and general equilibrium coincide. But the empirical studies cited 
earlier do not support an optimistic view of the aggregate effects of these 
programs. They suggest that, at its best, an expanded program for training 
disadvantaged workers, operating for several years, might remove 8 percent 
of them from their disadvantaged status. This corresponds to a reduction of 
about 0.02 in J, and to a reduction from 4.50 to 4.42 in the average unem^ 
ployment rate. No plausible alternative set of parameters in this simple 
model yields any substantial reduction in the overall unemployment rate 
from a policy that reduces d by 0.02. For example, if ai = 13.3 and =^ 
0.33, then Wi = 2.42 ard Ui ^ 9.69. A reduction in d from 0.286 to 0.263 
(8 percent) reduces u from 4.50 to 4.33. Whatever their merit as weapons 

13. This assumes that the parameters au a2. Ai, and hi of the Phillips curves do not 
depend on the levels of the two wages. Alternatively might decrease and 02 increa> : as 
H'a/H'i increased. It is not possible to state in which direction this would change the 
conclusion. 
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against poverty, training programs cannot bring about a substantial shift in 
the Phillips curve. 



The Shortage of Good Jobs 

Even during the period of extremely tight labor markets from 1966 to 
1969, one frequently heard, especially from black leaders, of the urgent 
need for more jobs, and of the possibility, if these jobs were provided, of the 
reduction of certain critically high unemployment rates to levels more con- 
sistent with social stability. I tried to show in my paper, referred to above, 
that the problem was not that workers in groups with high unemployment 
have trouble finding jobs but that they have trouble keeping them. In other 
w ords, the simple diagnosis of groups of workers unable to find any jobs at 
all even when labor markets in general are tight is untenable. Was the 
passionate demand for more jobs in the late sixties entirely spurious? The 
answer to this question is of considerable importance because even more 
today than at that time, proposals for the creation of jobs through subsidy 
or direct employment receive serious consideration in Congress. 

In the late sixties several economists began to work out a resolution of 
the paradox of a shortage of jobs in an overheated economy. The resulting 
body of thought is somewhat loosely called the "dual theory;**** The dual- 
ity is between two sectors of the labor market: the primary sector, offering 
good jobs with high wages, satisfactory working conditions, stability, and 
prospects for promotion, and the secondary sector, offering bad jobs with 
poor wages and conditions, frequent layoffs, and no hope of advancement. 
A favored portion of the labor force, particularly adult white males, enjoys 
the benefits of employment in the primary sector, while the rest— women, 
teenagers, and members of minorities— suffer from confinement to the 
secondary market, where, in particular, a great deal of turnover and con- 
sequent unemployment are observed. The problem, then, is not a shortage 
of jobs, but a shortage of good jobs. The force of this theory as an empirical 
generalization cannot be denied* For example, it predicts not only that 

14. David M. Gordon gives a complete account of the development of the dual theory 
in **Economic Theories of Poverty and Underemployment'* (January 1971 ; processed), 
pp. 69-91. 

The leading proponent is Michael J. Piore: see his "Jobs and Training/* in Samuel H. 
Beer and Richard E. Barringer (eds.). The State and the Poor (U'imhrop, 1970), and 
Doeringer and Piore, Internal Labor Markets. 
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white males will have higher wages than the other race-sex groups, but that 
their wages will rise more with age. Both of these predictions are strikingly 
confirmed in the results depicted in Figure 3 of my earlier paper.^'^ The 
dual theory has struck such a responsive chord among economists and 
others that it has had an important role in the diagnoses of the problems 
of modern labor markets presented by the administration and the Com- 
mittee for Economic Development.^^ 

To qualify as a theory, the dual theory must go beyond an empirical 
generalization to a deeper explanation of what is observed. In particular, 
it must deal with the objection that the forces of the market would tend to 
remove any disparity in wage rates between the two sectois. If labor were 
cheaper in the secondary market, the objection goes, the profit-maximizing 
entrepreneur would discharge his primary workers and hire only from the 
secondary market. The shift in demand would continue until the wage rates 
and other costs of labor were equalized and the distinction between the 
primary and secondary markets abolished. The dual theory must invoke 
some force, counteracting the natural force of the market, to explain the 
continued existence of a differential in wages between the markets. The 
writings of Piore and others^ ' have emphasized three basic explanations of 
the duality of the labor market: restrictive practices, discrimination, and 
low productivity of secondary workers because of their previous experience 
in the secondary market. 

The principal restrictive practice discussed by Piore is occupational 
licensing. For example, a young black finds it hard to enter the skilled trades 
because licensing boards act in the interest of already licensed workers to 
make it as difficult as possible for employment to increase. To an econ- 
omist, the main purpose of licensing appears to be to translate an increase 
in demand for a given trade into an increase in wages rather lhan in em- 
ployment. 

Piore distinguishes two kinds of discrimination against secondary 
workers, discrimination pure and simple and statistical discrimination. Dis- 

15. "Why Is the Unemployment Rale So H-jih?" p. 394. For more details see my 
'•Wages. Income and Hours of Work." in Glen Cain and Harold VV'atts (eds.). Income 
Maintenance and Libor Supply Econometric Studies (University of V\ isconsin. Institute 
for Research on Poverty, forthcoming). 

16. Manpower Report of the Pn*sident. April 1971, Chap. 3 ; Committee for Economic 
Development. Traininf^ and Jobs for the Urban Poor (CED. 1970). 

17. Piore, "Jobs and Training." and Doeringcr and Piore, Internal Labor Markets, 
Chap. 8. 
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crimination pure and simple excludes blacks and other workers from pri- 
mary employment because of the prejudices of employers, or, perhaps more 
important, of employees. Statistical discrimination is a more subtle phe- 
nomenon. If employers have trouble identifying productive workers, they 
may rely on characteristics, notably skin color, that have nothing to do 
with productivity but that are correlated with it. Thus an exceptional black 
worker has difiiculty getting a good job partly because employers will not 
be able to identify him as exceptional and will assume that he is closer to 
the average of all blacks than he is in fact. Where information is hard to 
get, this kind of behavior on the part of employers is perfectly rational As 
Kenneth Arrow has pointed out, the existence of statistical discrimination 
removes a good part of the incentive for any individual black worker to im- 
prove his own productivity.^^ There may be a self-susta'ning equilibrium in 
which blacks receive lower wages and have lower productivity for no 
reason other than this vicious circle. 

Finally, Piore observes that entrapment in the secondary market causes 
workers to acquire habits of work that are inappropriate for primary jobs, 
and that are difficult to she J when they are offered good jobs* In particular, 
a secondary worker has a more casual devotion to his job, reporting for 
work late or not at all on some days, and quitting without any good reason, 
often within months of taking the job. Piore emphasizes that it is habits of 
work and attitudes about the job, not so much the technology of produc- 
tion or the specific skills of the worker, that distinguish the primary from 
the secondary market. 

Of the three forces tending to maintain the duality of the labor market, 
only restrictive institutions and discrimination are fundamental causes. 
The damaging effect of secondary jobs on secondary workers tends to rein- 
force these causes, and would preserve the duality for a considerable length 
of time if restrictive institutions and discrimination could be eliminated, 
but it is not a basic cause and could not account for the duality of the labor 
market by itself. Thus, starting from the empirical datum that the secondary 

18. The mere existence ofprejudiced employers or employees is not necessarily harm- 
ful to the wages of minority members, as Gary S. Becker has observed in The Economics 
of Discnminanon (University of Chicago Press, 1957), p. 37. But even the most refined 
estimates of the differential between the wages of similarly qualified whites and blacks 
suggests that it is substantial; see Michael D. Hurd» ""Changes in Wage Rates between 
1959 and 1967,'* Review of Economics and Stamtics, Vol. 53 (May 1971), pp. 189-99. 

19. **Some Models of Racial Discrimination in the Labor Market," RM-6253-RC 
(RAND Corporation, 1971; processed). 
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market or something like it exists, Piore's theory differs from, say, the 
theory that disadvantaged workers lack skills, in asserting that the major 
problems of the labor market would disappear through time if discrimina- 
tion and restrictive institutions were eliminated. 

The proponents of the dual theory of the labor market pay little attention 
to the role of labor unions in maintaining the shortage of good jobs. Yet 
this subject merits investigation, since, among blue collar workers, the 
distinction between union and nonunion jobs is almost the same as that 
between primary and secondary jobs. Unions can create an artificial scar- 
city of jobs in two ways: direct control over entry to an occupation, com- 
mon only in craft unions, or indirect control through the wage rate, the 
usual case in industrial unions. For example, there is a shortage of jobs as 
electricians for the clearly visible reason that the number of apprentices is 
closely controlled. There is a shortage of jobs as automobile workers for the 
more subtle reason that the United Auto Workers have succeeded in nego- 
tiating a wage high enough so that the automobile makers, who make the 
decision about hiring and firing, decide to hire systematically fewer workers 
than are interested in working at the high wage level. The two methods of 
control come to essentially the same thing. 

SOURCES OF WAGE DIFFERENTIALS 

To assess the importance of the phenomena cited by the dual theory re- 
quires estimates of the quantitative impact of restrictive institutions (in- 
cluding unions) and discrimination. In principle these estimates call for a 
comparison of employment and wages by occupation before and >Sicv re- 
form. The best that I can offer, however, are rough measures of the wage 
differentials in the economy as it stands, or, rather, as it stood in 1V67. 

From the same body of data used in my earlier study of unemployt;ien;r'" 
I have estimated percentage differentials in wages associated with union 
membership, employment by government, and occupation. The model un- 
derlying these estimates is the following: The wage equals the wage base, 
as determined by age, education, and other personal characteristics, limes 
(1 plus differential if a union member) times (1 plus differential if employed 
by government) times (1 plus diflerential for occupation). 

20. The 1967 Survey of Economic Opportunity, conducted by the U.S. Bureau of the 
Census. For further discussion of this source of data, see my "Wages, Income and Hours 
of Work/* 
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I distinguish eight separate union difTerentials by geographic location 
(urban and rural areas in four parts of the country), four kinds of govern- 
ment employment (postal, other federal state, and local), and eleven occu- 
pations. The occupational dillercntials are measured relative to the wages of 
operatives. I estimated the c^itTerentials in the model jast stated by defining 
a regression equation in which the left-hand variable ii> the natural log- 
arithm of the wage and the right-hand variables are dummy variables for 
union membership, employment by government, and occupation. The re- 
gression coefficients of the dummy variable- then are direct estimates of the 
proportional differentials. Dummy variables for age and years of education 
(and interactions between them), health, residence at age 16 (foreign or 
United States), and part-time work are included as determinants of the base 
wage. Thus the estimated difTerentials are fully adjusted, for example, for 
the different age and educational compositions of the union and nonunion 
groups in the labor force. This study is open to precisely the kind of criti- 
cism I directed at Main*s study of the effects of training programs: omission 
of unmeasured characteristics biases the coefficients of the characteristics 
that are included. I will return to this point shortly. 

Estimates were made separately for the four race-sex groups; these re- 
sults are shown i*; Table 4. The difTerentials for union membership are 
roughly consistent with previous studies, although they are perhaps slightly 
higher.-^ In all four regions, the union differential is generally higher in 
rural than in urban areas. This is especially true for white males. Among the 
four regions, the union difTerentials seem to be highest in the South and 
lowest in the Northeast. Tiie difTerentials for government employment are 
positive for fifteen out of the sixteen cases. They tend to be smallest for 
white males among the four race-sex groups. Finally, except for private 
household workers, farmers, and farm laborers, the differentials for occupa- 
tional groups tend to be small, indicating that most of the differences in the 
average wages by occupation can be explained by difTerences in personal 
characteristics. 

These estimates of the difTerentials in wages associated with union mem- 
bership, government employment, and occupation do not by themselves 
measure the impact of restrictive institutions on the distribution of earn- 
ings among the members of the labor force. The estimate that the wage of a 
white female union member in the urban North Central region is 20 percent 

21. See Harold Gregg Lewis. Unionism and Relative Wages in the United States: An 
Empirical Inquiry (University of Chicago Press, 1963). 
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Table 4. Wage Differentials Associated with Union Membersliip, 
Government Employment, and Occupation, by Color and Sex, 1967 



Percentage difference 
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Black 
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males 
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Urban Northeast 
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0.00 
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Urban North Central 
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0.04 








in (\S\ 






0.30 




0.21 






(0.04) 




(0.10) 




Urban Sou'n 


0.24 


0.34 


0.24 


0.22 




(0.02) 


(0.02) 


(0.05) 


(0.05) 


Rural South 


0.31 


0^33 


0.23 


0.49 




(0.03) 


(0.06) 


(0.08) 


(0.11) 


Urban West 


0.17 


0.22 


0.18 


0.06 




(0.02) 


(0.04) 


(0.04) 


(0.06) 


Rural West 


0.29 




0.02 






(0.08) 




(0. 19) 




Government employment 










Post OHice Department 


0.06 


0.28 


0.38 


0.38 




(0.04) 


(0.04) 


(0.09) 


(0.06) 


Other federal 


0.22 


0.25 


0.27 


0.22 




(0.03) 


(0.03) 


(0.05) 


(0.04) 


Stale 


0.07 


0.11 


0.14 


-0.03 




(0.04) 


(0.08) 


(0.06) 


(0.08) 


Local 


0.11 


0.23 


0.07 


0.10 




(0.03) 


(0.05) 


(0.03) 


(0.06) 


Occupational f^roup 










Professional and technical 


0.21 


0.20 


0.29 


0.40 
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(0.04) 


(0.03) 


(0.04; 


Farmers 


-0.32 










(0.10) 
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0.26 


0.09 


0.19 


0.20 
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(0.04) 


(0.08) 


Clerical workers 


0.04 


0.02 


0.13 


0.09 




(0.02) 


(0.03) 


(0.02) 


(0.03) 


Sales workers 


0.08 


-0.12 


-0.18 


-0.12 




(0.02) 


(0.06) 


(0.03) 


(0.06) 
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(0.21) 


(0. 19) 


(0.04) 


(0.02) 


Service workers 


-0. 15 


-0. 16 


-0. 19 


-O.U 




(0.02) 


(0.02) 


(0.02) 


(0.02) 


Farm laborers 




-0.46 


-0.47 


-0.39 




(0.0?) 


(0.0?) 


(0.13) 


(0.06) 


Other laborers 


-0.07 


-0.04 


-0.16 


-0.05 




(0.02) 


(0.02) 


(0.09) 


(0.08) 


Number of observations 


9.60.^ 


4>3f)0 


5,690 


3.611 


Standard error of percentage differential 


0.409 


0.371 


0.443 


0.389 



Source* HstinuTcd hy juiltor t'mm ihc I*Ki7 Sun-cy of licononiio Opporiuniiy conducted by ihc U.S. 
Bureau t»t* the C'cn .us. utjpuMis!\cd t.4hiiKiiit>n\. D.u.i .irc for all piivaic w.ifc;c a!\J salary \,voikcrs and 
gmcrnmcm cmpU^> c:s. St.jnJard crrois appear in parcmhcscs. 



higher than the wage of a ;>iniilar woman who is not a union member tells 
little about the efifect of unions without information about the proportion of 
these women who are members of unions. In order to give a systematic ac- 
count of the total impact of restrictive institutions, I have calculated the 
frequency distribution of the wage diflerentials received by rll of the mem- 
bers of the labor force. This distribution appears in Figure I for the effects 
of union membership and government employment (but not occupation) on 
the earnings of the entire labor force and of the four race-sex groups. The 
results for the entire labor force show that 78 percent of all workers receive 
essentially no benefit (0.0 to 0.10 dilTerential) from these two restrictive in- 
stitutions, while 8 percent of all workers receive a ditferential of more than 
0.20. The disaggregation by race-sex groups shows that almos* all of the 
benefits accrue to men: 91 percent of white feinaies and 94 percent of black 
females receive differentials of 0.10 or lower. For men, differences between 
races are not conspicuous. A slightly lower proportion of black males re- 
ceives a differential of 0.10 or lower, but the average is somewhat higher for 
blacks than for whites. Taken together, the results of Figure 1 do not sup- 
port the hypothesis that the two restrictive institutions, unions and civil 
service, divide the labor force into primary and secondary sectors. Rather, 
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Figure L Frequency Distribution within the Labor Force of Wage 
Differentials Associated with Union Membership and Government 
Employment, by Color and Sex, 1967 
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Source: Coiculated from the regression coefficients of Table 4 by applying ihc weights reported ta Ui6 
Survey of Economic Opportunity for inflating the data to levels for the total U.S. populadon. 
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these institutions seem to provide certain limited benefits to a fairly small 
proportion of the male labor force. 

The estimated differentials by occupational groups measure less precisely 
the effects of restrictive institutions. To some extent, the fact that black 
male craftsmen receive wages 18 percent higher than those of black opera- 
tives merely indicates unmeasured differences between the individuals who 
are craftsmen and tho:e who are operatives.'-'^' On the other hand, part of 
the differential must be attributed to the restrictive institutions associated 
with more highly paid occupations— for example, occupational licensing in 
the case of craftsmen. A treatment of occupational differences in wages that 
attributes them all to restrictive institutions gives an upper bound to the im- 
pact of these institutions. 

Distributions of wage differentials including occupational differentials in 
the labor force appear in Figure 2. These distributions are much more 
favorable to the hypothesis of the dual labor market. Within the entire 
labor force, the differentials are distributed roughly symmetrically around 
zero, and do not cluster at zero. These results are consistent with the notion 
of an important secondary sector in the labor market in which workers do 
not receive the protection of restrictive institutions associated with occupa- 
tion. It does not appear to be feasible to make separate estimates of the ef- 
fect of identifiable restrictive institutions. Those included in Figure 2 — 
unions and the civil service — contribute relatively little to the dispersion of 
the distributions of wage differential? The dual theory remains simply a 
persuasive conjecture witLout strong empirical support 

The JOBS Program 

In 1968 i resident Johnson announced a large-scale response t^ the de- 
mand for more jobs, in the form of a program called Job Opportunities in 
the Business Sector, or JOBS. The idea was to stimulate employers, through 
subsidy and exhortation, to offer good jobs to workers who were previously 
unable to find them. A private organization, the National Alliance of Busi- 
nessmen (NAB), was created for the purpose of locating prospective em- 
ployers, and fundi were made available through the Manpower Adminis- 
tration to subsidize en^ployers by paying the extra costs of training and 

22. U.S. Bureau of the Census, Current Population Reports, S;rie$ P-60, No. 80, "In- 
come in 1970 of Families and Persons in the United States*' (1971), 120. 



ERLC 



690 Brookings Papers on Economic Activity, 3:1971 

Figure 2. Ftequency Distribution within the Labor Force of Wage 
Differentials Associated with Union Membership, Government 
Employment, and Occupation^ by Color and Sex, 1967 
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other expenses incurred in the first few mouths of employment of the disad- 
vantaged and hard-core unemployed workers. This program is worth 
studying in detail, since the present administration has chosen JOBS as the 
central part of its manpower program. 

JOBS is a strikingly large program. Between March 1968 and September 
1970, 560,000 workers were hired under its provisions.-*^ There is no reason 
to suppose, however, that anywhere close to this number of workers were 
placed in good jobs. No systematic data have been published on the nature 
of the jobs filled under the program, and until recently at least, no working 
system existed for collecting the data from employers. An investigator from 
the General Accounting Oflice stated: **\Ve reviewed the files of 158 com- 
panies [in San Francisco) that pledged jobs in 1%8 and 324 that pledged 
jobs in 1969, and found that 26 (16.4 percent) and 33 (10.2 percent), respec- 
tively, were ofi^ering jobs which appeared to be in high-turnover occupa- 
tions involving minimum skills and low wages. These included employment 
as janitors, messengers, maids, porters, dishwashers, busboys, potwashers, 
copy boys, and bar assistants, many of which were at wage rates of less than 
$2.00 an bour.*'24 \ larg^ portion of the rest of the jobs are apparently only 
just above this level. Concern about the quality of the jobs has led recently 
to the development of a formal **Occupational Opportunities Rating Sys- 
tem," which is used to rule out JOBS projects **ofi*ering jobs below mini- 
mum standards of skill content, potential progress, and stability."-'^ 

JOBS consists of two distinct programs. The first involves on-the-job 
training subsidized through contracts with the Manpower Administration. 
The second is totally unsubsidized. In both cases, the NAB is rcspr /is/ole 
for locating employers who arc willing to take on disadvantaged \;oTkers. 
The subsidy paid in the contract part of the program is relatively small, 
averaging nationally between S2,500 and S3,0:^ per trainee-^ and about 75 
percent of the jobs filled under the program have been in the noncontract 
part.27 The Manpower Administration has consistently failed to spend its 

23. Manpower Report of the P:vsidevt. April 1971, p. 44. 

24. ^'Prepared Statement of Henry Eschwege, Associate Director, Civil Division. U.S. 
General Accounting Office, Washington, D.C.," in Manpowr Dvvc/optnent and Traimnii 
Legislation. 1970. Hearings before the Subcommittee on Employment, Manpower, and 
Poverty of the Senate Committee on Lr bor and Public Welfare, 91 Cong. 1 and 2 sess 
(1970). Pi. 4, p. 2226. 

25. Manpower Report of the President, April 1971, p. 44. 

26. ••Statement of Henry Eschwege/* p. 2228. 

27. Ibid., 2219. 
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appropriation for training contracts under JOBS, often by 'vide margins: 
Of the $624 million appropriated for JOBS between March 1968 and the 
end of February 1970, just over half (S348 million) had been obligated and 
less than a sixth (S96.9 million) had actually been paid to contractors.-'* Ap- 
parently some of the contracts have involved an unrealistically large num- 
ber of training slots, and payments under these contracts (based on the 
actual number of days of training) are well under the original amount of 
the contract .^^ 

The absence of suitable data makes it difficult to appraise JOBS as a pro- 
gram for offering good jobs to disadvantaged workers. My tentative im- 
pression, however, is that the overall impact of the program is very much 
smaller than is suggested by the number of workers enrolled in it. Under- 
neath its modern dress of "job development" and "sensitivity training," the 
contract part of JOBS is no more than a conventional training program, 
suffering from all of the defects of these programs and another large one 
besides: The contractors often have no previous experience in operating 
training programs. Since the contracts pay only for the costs of training, 
and do that only for a few months, the program does nothing to induce em- 
ployers to offer good jobs. The unsubsidized noncontract part of JOBS 
seems to operate in the following way: An executive of a large enterprise 
becomes en« stic about the program and inaugurates a policy to em- 
ploy disadvantaged workers in good jobs under a carefully arranged pro- 
gram with extensive supportive services. Programs of this kind are, 1 think, 
the one clear success of JOBS, although it should be recognized that many 
large employers had already begun to undertake this kind of activity well 
before JOBS was created. The enthusiastic executive also becomes a mis- 
sionary for JOBS. Through the NAB, he solicits pledges from other em- 
Dloyers to do the same kind of thing. But many of the other employers, 
especially small ones, have neither the enthusiasm nor the means to run 
serious programs. The path of least resistance is to make a pledge and to 
fulfill it by employing disadvantaged workers in the same kinds of jobs they 
have had in the past. Reliance on altruism seems to work mainly iii big 
business. JOBS does not seem to have been successful, through either 
persuasion or subsidy, in inducing employers other than very large corpora- 
tions to offer good jobs to disadvantaged or secondary workers. 

28. Ibid. 

29. Ibid, p. 2229. 
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Public Emploj-mcni 

The disappointing record of JOBS in trying to induce private employers 
to provide more good jobs has caused attention to turn to an alternative 
policy, the creation of jobs directly in the government. In discussion of 
propuortls of this kind, the distinction between movements along the Phillips 
curve and shifts of the curve itself is especially important. Many of the pro- 
posals of the past year (with 6 percent unemployment) amount to almost 
pure movement along the Phillips curve, in that they provide temporary 
employment for unemployed workers in general. This kind of increase in 
the demand for labor is probably just as inflationary as any other, and 
would put the economy at a point of lower unemployment and higher in- 
flation that could also be achieved by a variety of other policies for stimu- 
lating demand. Until August 15, 1971, the administration argued that 
general stimulation of the economy was inappropriate. Consistent with 
this view, the President vetoed the Employment and Manpower Act of 
1970, which provided about S3 billion for subsidizing employment in state 
and local governments. 

Congress had, in fact, embodied in the law some restrictions that made 
its effect on the demand for labor selective enough, in principle, to create 
less inflation per point of reduction in the unemployment rate than would 
a policy of general stimulation of demand through monetary or fiscal 
policy. These provisions were strengthened in a new bill, the Emergency 
Employment Act of 1971, which the President signed in July 1971. It pro- 
vides $2.25 billion for jobs in state and local governments. It has the follow- 
ing provisions designed to have a selective effect on the demand for labor: 

1. The jobs must lead to permanent employment (not necessarily in 
government) and must be in fields that will have increased demand in the 
future. The administration has been adamant that the program not create 
what it calls "dead-end" jobs. On the other hand, the law expires in two 
years, so the governments have to be prepared to finance the new jobs fairly 
soon, or to place workers in private industry. 

2. Workers must have been previously unemployed or underemployed, 
except for supporting personnel. Preference is to be given to veterans of the 
war in Vietnam, welfare recipients, participants in training programs, and 
disadvantaged workers in general. 
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3. Professionals may account for no more tliun a third of total employ- 
ment in the program of any single government. Hach may be paid no more 
than SI 2.000. 

4. The new jobs must represent an actual increase in the number of jobs 
in existence and federal funds may not displace other funds. 

Powerful lorccs exist to translate the etVect of this law into a movement 
along the Phillips curve, rather than a shift in the curve, in spite of the pro- 
visions just listed. In tlie first place, a two-year subsidy is not a satisfactory 
method for inducing governments to olTcr permanent jobs. If, even at full 
employment, there is already a shortage of good jobs in the private econ- 
omy, tlie elVects of this policy as a training program will be small. The 
fundamental defect of the law is its failure to have any long-run in;pact on 
the demand for labor, liven in the short run, the intent of the law will be 
subverted. The only compulsory restriction on the kind of workers hired 
under the liniergency Umployment Act is that they must be unemployed or 
undcrcmp'u^ycd at the time they arc hired (even this does not apply to ad- 
ministrative and other higher-level personnel). With 6 percent of the labor 
force now unemployed, including an atypical proportion of workers laid off 
from good jobs, tliis requirement imposes hardly any constraint on hiring. 
State and local governments will hi e cvSctly the same workers who would 
be hired in tlie private economy if there were a general expansion in de- 
mand, in this respect the law will induce no shift at all in the Phillips 
curve. .Some of the other restrictions on the character of the new employ- 
ment may have favorable effects on the composition of demand, depending 
oil how they are enforced. If governments can meet the requirement for hir- 
ing disadvantaged workers by increases in the number of janitors hired, for 
example, these requirements will come to nothing. 

It appears tliat the Emergency Employment Act is mainly a policy to re- 
duce unemployment by moving along the Phillips curve, in spite of the ad- 
ministration's attempts to make it something else. It competes with other 
poliuvs for expanding demand, perhaps with a slight advantage, but cannot 
serve as a model for federal policy for shifting the composition of the de- 
mand for labor in a way that is favorable for disadvantaged workers. In 
the ci^neluding seetii>n of this paper I discuss briefly the form that a pro- 
gram for bringing about a true shift in the composition of demand might 
take. This program, contractual in form, would be suitable for inducing 
employment in state and local governments as well as by private employers. 
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Experience with the Creation of Good Jobs 

A number of large corporations have instituted programs for otTcring 
good jobs to disadvantaged workers. The cxperienees of several of these 
are reviewed in a volume edited by Peter B. Doeringer,^" covering Western 
Electric, IBM, Westinghouse. Equitable Life Assurance, and General Elec- 
tric. Of these, I will discuss Edward Banfield's chapter on IBM-" because it 
presents data on the cost of the program as well as an evaluation of its 
effect. IBM's plan was to offer employment in a modern industrial environ- 
ment to workers whose previous experience was in low-paying, unstable 
jobs. It opened a plant in the Bcdford-Stuyvesant section of Brooklyn and 
recruited production workers for it locally. Unskilled workers were offered 
relatively low ^t irting wages, S2.12 per hour plus substantial fringe bene- 
fits, but IBM made it clear that the jobs were secure and offered definite 
chances for promotion. It was apparent that there was a shortage of this 
kind of job, since IBM received 2.565 applications for the S7 positions that 
were filled in the summer and fall of lO^S. Selection from among the ap- 
plicants was explicitly on the basis of expected productivity, mainly be- 
cause IBM wanted to be able to promote the new workers rapidly. Still, 
for many of the workers hired, the jobs with IBM were obviously very 
much better than the other jobs open to them. For example, 19 percent of 
the men selected had been in prison and 35 percent of the men and 64 per- 
cent of the women had been unemployed for six weeks or more before 
applying. 

In spite of the data on costs and productivity presented by Barfield, it is 
difficult to estimate how much it cost IBM to produce in the new plant 
rather than in its establislied suburban plants. Before the plant began op- 
eration, its manager estimated that it would cost 5500,000 per year for the 
first few years, with an average employment of about .^O': local workers. 
This is under $2,000 per worker per year :md includes the co:>i of on-the-job 
training, so it compares favorably to the average cost of craining under 
JOBS. Banfield reports that the productivity of the workers in Bedford- 
Stuyvesant roso from a fifth of that of ordinary workers to half within a 
few months, and that it appeared likely to rise further as additional learning 

31. "An Act of Corporate CitiiX-nship." 
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took place. Since the new workers were paid less than the experienced 
workers at other plants, the cost of the direct labor input at the new plant 
was not very much greater than the cost at the old plants. However, most 
of IBM's costs are indirect, and it is diflicult to ccipare these costs be- 
tween the plants; for one example, the new plant used the medical services 
of IBM's Manhattan office without charge. High-level executives spent 
considerable time in organizing and supervising the new plant, which again 
was not charged, specifically to It. My rough impression from Banfield*s 
discussion is that the program cost S3,000 or S4,00O per worker per year in 
the actual cost of the operation, imputed costs of services received trom 
other parts of IBM, and forgone profits. 

IBM's new employees seem to have reacted favorably to their new jobs. 
Turnover was less than expected: Out of an average labor force of about 
fifty in the first six months, there were two quits and three firings. Ab- 
senteeism, which was about the same as at IBM's suburban plants, was 
far less than expected. In general, there seems to be little evidence that the 
employees brought the pathological conditions of their previous employ- 
ment with them to IBM. Althougii the benefits of the program are hard to 
quantify, it is quite clearly feasible, if at a fairly high price, to provide good 
jobs to selected members of a group in the labor force whose previous jobs 
were unstable and low paid. The problem facing the designers of federal 
manpc «cr policy is to discover a way to persuade employers to engage in 
programs of this kind on a vastly larger scale. 



Conclusions 

The tone of my survey of alternative proposals for shifting the Phillips 
curve has been generally negative. I found little evidence that a large ex- 
pansion of existing programs could accomplish very much. The Employ- 
ment Service already does a fairly complete job of listing openings in cer- 
tain sectors of the economy, but is not well suited to other sectors. Neither 
intensive nor extensive expansion has much prospect for decreasing unem- 
ployment. Training programs— both those to increase occupational mobil- 
ity, as suggested by Holt, and those to make disadvantaged workers more 
productive — have been a serious di..appointmcrt even at their present scale. 
The conventional program of the MDTA, like the innovative programs of 
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the CEP and JOBS, suffers from excessive turnover and an inability to 
place its graduates in good jobs. 

The hypothesis that the basic problem in the labor mp- ket is a shortage 
of good jobs seems capable of explaining the failure of conventional man- 
power policy and suggests, in its place, policies to provide good jobs to 
disadvantaged workers. Two recent federal policies that seem to have this 
objective, embodied in JOBS and the Emergency Employment Act of 1971, 
fail for opposite reasons— in the first case because JOBS does not generally 
offer good jobs, and in the second because the Emergency Employment Act 
jobs probably will not go to disadvantaged workers. 

The main ray of hope in my survey is the apparent success of limited pro- 
grams to offer good jobs in large firms to disadvantaged workers. The 
actions of these firms suggest that they have a certain amount of social 
conscience and thus a certain commitment to the goal of helping the dis- 
advantaged, and are less susceptible to the pressures undercutting pro^ 
grams than are businesses and governments that act purely in their own 
interests. It is probably neither feasible nor desirable for government policy 
to try to foster the development of social conscience elsewhere in the 
economy, especially since that which exists now has an uncanny correla- 
tion with monopoly power. The problem at hand, then, is to design a fed- 
eral program that makes it in an employer's own interest to offer good jobs 
to disadvantaged workers. 

There are, I think, three basic kinds of policies to accomplish iliis: fed- 
eral contracts, taxes, and employment quotas. Contracts with the Man- 
power Administration have been the form through which the federal part 
of JOBS has been administered, and the experience of that program is sug- 
gestive of the advantages and disadvantages of administration through con- 
tracts. In principle, contracting is a powerful and flexible tool for imposing 
federal policy on businesses and governmencs. Plans are reviewed in ad- 
vance and no applica.it receives a contract as a matter of right. In JOBS, 
at least, very few of the advantages of contracting are realized, however. 
Payment is for direct expenses of training, including a limited allowance for 
wages during on-the-job training. The result has been to stimulate expendi- 
tures on peripheral training that has identifiable costs and to .liscourage 
employment in jobs where there is any gap between the wage paid and the 
productivity of disadvantaged workers. It seems to me that the principle 
of reimbursement for costs should be purged entirely from federal con- 
tracts for developing good jobs. It has hurt J0B5 very badly by making 
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the contracts so unattractive that the Manpower Administration has been 
able to neeotiate only rchuively fesv, and those only by imposmg almost no 
standards^.n the nature of the jobs they cover. If this rcq.-ement were 
eliminated, and the gosernmcnt were i.istcad to pay an exphe.t subs.dy 
larce cnoueh to make the contracts attractive, strong standards could be 
inaposal o^ both the nature of the jobs created and on the kmd of workers 
chosen to fill them. Since one of the main purposes of this program wou d 
be to create a stronger attachment between job and worker, contracts could 
contain specific provision rewarding an employer for reducing turnover in 

his work force, . 

Table 5 presents estir.uites of the cost and impact of a contractua em- 
ployment program of realistic scale. The proposed P-^^IS^^^ f 
three year, for each job .n.: v ould subsidize the job by 54.000 m the first 
ve ir (KK) in the second, and S2.000 in the third. My estimates assume an 
attrition rate of 20 perccn.. per year, very much lower than the rates in 
exi.tinu training programs, but higher than those reported for the pro- 
gramsk larae Corporations. They assume that the new workers are drawn 
From a population with a 10 percent unemployment rate, that unemploy- 
tnent is nonexistent a.nong the workers covered by the contracts, and that 
the newly created job-worker combinations are associated w.th a 4.5 per- 
cent unemployment rate after completion of the program. '- The estimated 
impact of the pro^ran; is small. Many years of operation would be re- 
quired to reduce the uncmploy.nent rate by even 0.1 percentage point, say 
frotn 4 5 to 4.4 percent. A scale two or three times larger than that assumed 
in Table 5 m..ht yield a proportionately larger decrease in unemployment^ 
but this kind^of contractual program seems unlikely to achieve any sub- 
stantial reduction in unemployment. As the program expanded it would 
beconie increasingly ditr,cuit to find productive activities suitable fo up- 
«radins or expansion that wee not protected by powerfu. interests It 
would t:;ke more than the kind of contract proposed here to open up addi- 
iional good jobs in the building trades, for example. 

A cctmprehensiNC tax policy seems to be an attractive alternative to a 
contractual program exactly because of its large scale. The ^visions of 
the federal tax on corporate incon.e automatically inQuence the behavior 

3. Note that unemployment i. assumed to full not by ihc t^^'f ""-^^cr of jobs 
oZ J^L in unemployment u.c standardi.-d for in.lauonary pressure. 
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of every business in the country of any size. The tax credit on investment 
provides a natural model for this kind of policy. The difticulty in designing 
a tax policy for shifting the Phillips curve lies in the subtlety of the goal. 
Throughout its history, the investment credit has been used mainly as a 
countercyclical device; it has been put on and taken off in attempts to 
avoid under- and over-full employment, as an alternative- to or in conjunc- 
tion with decreases or increases in tax rates. A credit on enployment could 
be used for the same purpose. But policies of this sort ini^uce movements 
along the Phillips curve, not shifts of the curve itself. What is needed is a 
highly selective tax to bring about a shift in the composition of the demand 
for labor. This might take the form of a tax credit for long-term employ- 
ment of disadvantaged workers. Enforcement of the tax laws would require 
a method for certifying workers eligible for the credit; this would probably 
involve the Manpower Administration. There does not seem to be any 
large diflerence between administration through the tax system and through 
contracts. 

Instead of inducing employers to offer more good jobs, the federal gov- 
ernment might consider compelling them to do it. In a system of compul- 
sion through employment quotas it would he -iifficult and dangerous to 
formulate precise but complicated definitions .»f who the disadvantaged 
worker", were and what kind of job should be opened up for them. For 
exam^ \ it is appropriate to reward an employer for keeping a worker on 
the job for more than two years but it would be catastrophic to require him 
to keep all of his worke;s that long. The theory of statistical discrimination 
suggests a simple answer to the problem of formulating quotas: If easily 
observed characteristics are highly correlated with inability to find good 
jobs, the quotas should be stated in terms of these characteristics. In prac- 
tical terms this means setting employment quotas for women and for racial 
minorities. A fairly detailed proposal for a policy of this kind has been 
made by John Kenneth Galbraith, Edwin Kuh, and Lester C. Thurow.^^ 
They propose that all employers with more than 2,000 employees be re- 
quired, within ten to thirteen years (depending on firm size), to employ 
women, blacks, and Spanish-speaking workers in proportion to their 
presence in the labor force. Further, in order to guard asainst balancing 
black janitors and female typists, for example, against white male execu- 
tives, they would require that the appropriate ratios prevail in each wage 

33. "The Galbraith Plan To Promote the Minorities." Tlw New York Times Magazine 
(August 22. 1971). p. 9. 
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class as well as overall. Thus about one-third of all jobs paying more than 
five dollars per hour would have to be held by wonen, and one-eighth of 
them by blacks. Undoubtedly, this policy would have a substantial impact 
on the Phillips curve: If the unemployment rates of women and of blacks 
could be reduced to the level of white males, the overall rate would drop 
by between 1.0 and 1.5 percentage points. This policy far transcends the 
scope of manpower policy and seems remote from political feasibility. 

What, then, might realistically be done to shift the Phillips curve? Among 
the manpower programs discussed in this paper, none seen capable of 
bringing about a substantial reduction in the amount of unemployment 
observed at a given rate of inflation. Programs for streamlining the opera- 
tion of the labor market might induce a small shift in the Phillips curve of 
perhaps 0.2 percentage point in the unemployment rate. An expanded 
federal policy directed particularly at teenagers might bring about another 
shift of about the same magnitude. Beyond this, programs for training or 
for subsidized employment do not seem capable of indue ng a perceptible 
shift in the Phillips curve. 



This paper and that by Holt and associates that follows were dis- 
cussed together. The discussion begins on page 723 below. 



